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HKEx LISTING DECISION 

HKEx-LD23-2011 (Published in December 2011) (Updated in April 2015)  

 

Parties  Company A – a Main Board issuer 

 

Company B – Company A’s controlling shareholder  

 

Issue Whether the Exchange would allow Company A to resume trading 

when it had restored the public float to 15 per cent 

 

Listing Rules Main Board Rules 8.08 and 13.32 

Decision 

 

Company A was required to restore its public float to at least 25 

per cent before resumption of trading 

 

 

FACTS 

  

1. Company B made a general offer for Company A’s shares under the Takeovers 

Code after it had acquired a controlling interest in Company A.   

 

2. When the offer closed, the percentage of Company A’s shares in public hands fell 

to 13 per cent.  There was a lack of open market for the shares.  As a result, 

trading in the shares was suspended.   

 

3. Company A noted from the Rules that the Exchange will normally require 

suspension of trading in an issuer’s securities when its public float falls below 15 

per cent.  It asked whether trading in its shares could resume when it had restored 

the public float to 15 per cent. 

 

 

APPLICABLE LISTING RULES 

 

4. Rule 8.08(1) states that: 

 

There must be an open market in the securities for which listing is sought. 

This will normally mean that: 

 

 (a)  at least 25 per cent of the issuer's total number of issued shares 

must at all times be held by the public. 

   … 
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5. Rule 13.32 states that: 

 

(1) Issuers shall maintain the minimum percentage of listed securities 

as prescribed by rule 8.08 at all times in public hands. … 

… 

 

 (3) If the percentage falls below the minimum, the Exchange reserves 

the right to require suspension of trading in an issuer’s securities 

until appropriate steps have been taken to restore the minimum 

percentage of securities in public hands. In this connection, the 

Exchange will normally require suspension of trading in an 

issuer’s securities where the percentage of its public float falls 

below 15 per cent... 

 

 

ANALYSIS 

 

6. Rules 8.08 and 13.32 seek to ensure an open market for trading in listed securities 

and require at least 25 per cent of the securities be held by the public.   

 

7. Therefore, when the issuer’s public float falls below 25 per cent, trading will be 

suspended if it is necessary to avoid a disorderly market. The Exchange will allow 

resumption of trading when appropriate steps have been taken to restore a 25 per 

cent public float. 

 

8. The Rules also provide guidance that the Exchange would normally consider a 

public float of less than 15 per cent be too small to maintain an orderly market 

and require a suspension of trading in this situation.  This does not mean that the 

Exchange would accept a public float of 15 per cent for resumption of trading.      

 

 

CONCLUSION 
 

9. Company A was required to restore its public float to at least 25 per cent before 

resumption of trading.  
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HKEx LISTING DECISION 

HKEx-LD22-2011(Published in December 2011) (Updated in July 2014)   

 

Party  Company A – a Main Board issuer 

 

The Manager – an international asset management group and a 

shareholder of Company A 

 

Issue Whether the Manager was a core connected person or connected 

person of Company A because it held shares in Company A for its 

clients 

 

Listing Rules Rules 1.01, 8.24, 14A.07 

 

Decision 

 

The Manager was not Company A’s core connected person
 
or 

connected person 

 

 

FACTS 

 

1. The Manager managed funds and assets for institutional and private clients around 

the world.  It held about 12 per cent of Company A’s shares (the Shares) for two 

categories of clients: 

 

 8 per cent were held under certain funds managed by the Manager 

(collectively, the Pooled Funds).  These funds had defined investment 

objectives and mandates to invest in a wide range of companies.  Investors of 

the funds were required to effectively delegate, without recourse, the 

investment decisions and voting powers of the Shares to the Manager. 

 

 4 per cent were held on behalf of a number of clients under segregated 

investment accounts and closed-end funds (collectively, the Segregated 

Funds).  These clients retained the power to instruct the Manager on how to 

handle their investments, including investment decisions and voting powers of 

the underlying securities.  

 

The mandate given by each client to the Manager contained a proxy 

arrangement under which the Manager was authorised to vote on behalf of the 

client according to the client’s instruction, and in the absence of a specific 

voting instruction, the Manager might exercise the voting rights in accordance 

with its proxy voting policy endorsed by the client.  The policy sought to 

assure that proxies were voted in the best interest of each client.  

 

2. The Manager had no other connection with Company A.  It did not have any board 

seats in Company A or special rights to influence its management.   
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3. Company A submitted the 4 per cent Shares held under the Segregated Funds 

should be excluded when assessing whether the Manager was a substantial 

shareholder of Company A because the voting rights of these Shares rested with the 

clients.   It sought the Exchange’s confirmation that the Manager was not Company 

A’s core connected person or connected person.    

 

 

APPLICABLE LISTING RULES   

 

4. Rule 1.01 defines a “substantial shareholder” in relation to a company as: 

 

a person who is entitled to exercise, or control the exercise of, 10 

per cent or more of the voting power at any general meeting of the 

company.  

 

5. Rule 1.01 states that a “core connected person” in relation to a company includes: 

 

… a director, chief executive or substantial shareholder of the 

company … 

 

6. Rule 14A.07 states that a “connected person” includes: 

 

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

listed issuer… 

… 

 

7. Rule 8.24 states that: 

 

The Exchange will not regard any core connected person of the 

issuer as a member of the “public” or shares held by a core 

connected person as being “in public hands”.  …  

 

 

ANALYSIS 

 

8. Under the Rules, a core connected person or connected person includes an 

issuer’s substantial shareholder for the purpose of the public float and connected 

transaction requirements.  These requirements seek to (i) ensure a sufficient 

amount of listed securities in public hands to maintain an open market for trading; 

and (ii) safeguard against connected persons taking advantage of their positions to 

the detriment of the issuer’s minority shareholders.  

 

9. In this case, the Exchange noted that:  

 

 The Manager had control over 8 per cent of the Shares which were held 

under the Pooled Funds. 
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 The 4 per cent of the Shares held under the Segregated Funds could be 

distinguished from other Shares held by the Manager:  

 

- The clients of the Segregated Funds were the beneficial owners of the 

underlying Shares. They had control over the investment portfolios 

including the purchase and sale of these Shares.    

 

- The exercise of the voting rights attached to the Shares held under the 

Segregated Funds was always subject to the clients’ specific instructions.  

Although the Manager could exercise the voting rights in the absence of 

any specific instructions, it must vote in the best interest of the clients, 

and not itself, under the proxy voting policy endorsed by the clients.  

 

10. As the Manager did not have control over 10 per cent or more of the shares, it was 

not a substantial shareholder of Company A.  

 

 

CONCLUSION 

 

11. The Manager was not Company A’s core connected person or connected person.   
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HKEx LISTING DECISION 
HKEx-LD17-2011 
 
Parties  Company A – a Main Board issuer 

 
Company B – Company A’s subsidiary, with its shares listed on 
an overseas stock exchange 
 

Issue Whether the proposed listing of Company B on the Main Board 
would be a “spin-off” by Company A  
 

Listing Rules Practice Note 15 to the Main Board Rules 
 

Decision 
 

The proposal was not regarded as a spin-off 
 

 
 
FACTS 
  
1. Company A was conducting one of its principal businesses through Company B.     
 
2. Company B’s shares had been listed on an overseas stock exchange for some 

years. Company A had complied with Practice Note 15 when it spun off Company 
B for listing on the overseas stock exchange.  

 
3. Company B proposed to list its shares on the Main Board through a global 

offering of some new shares.  After that, its shares would be dually listed on the 
Main Board and the overseas stock exchange. 

 
4. There was a question whether the proposed listing of Company B on the Main 

Board was a “spin-off” by Company A subject to the requirements of Practice 
Note 15.  

 
 
APPLICABLE LISTING RULES 
 
5. Paragraph 2 of Practice Note 15 states that: 

 
This Practice Note is intended to set out the Exchange’s policy with regard 
to proposals submitted by issuers to effect the separate listing on the 
Exchange or elsewhere of assets or businesses wholly or partly within 
their existing groups (“spin-off”). … 
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HKEx LISTING DECISION 

HKEx-LD21-2011 (updated in October 2019 (Rule amendments))  

 

Party  Company A – a Main Board issuer 

 

The Target – a jointly controlled entity owned by Company A and 

certain third parties 

 

The Group – Company A and its subsidiaries 

 

Issues Whether the Exchange would accept Company A’s proposed 

alternative size tests to classify its disposal of interest in the 

Target as a discloseable transaction instead of a very substantial 

disposal 

 

Listing Rules Main Board Rule 14.20 

 

Decision 

 

 The Disposal was a very substantial disposal for Company A 

  

 

FACTS 

 

1. Company A owned 40 per cent interest in the Target.  It recorded the Target’s 

results using the equity method of accounting.   

 

2. Based on the Group’s latest accounts, the share of net assets and profits from the 

Target represented about 50 per cent and 90 per cent of the Group’s total assets and 

net profits.  

 

The proposal 

 

3. The Target would undergo a restructuring to comply with the Mainland regulations, 

which would involve a reduction of Company A’s shareholding in the Target.  The 

parties therefore proposed that: 

 

 Company A would sell a 7 per cent interest in the Target to third party 

purchaser(s) (the Disposal); and  

 

 the Target would issue new shares to third party investors to enlarge its capital 

base (the Capital Increase).   

 

4. The Disposal and Capital Increase were separate transactions.  Together they would 

reduce Company A’s shareholding in the Target to about 15 per cent, which would 

be treated as an investment in the Group’s accounts.  
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5. The Capital Increase would not be a deemed disposal by Company A because the 

Target was not its subsidiary.   

 

Issues 

 

6. For the Disposal, the profits and consideration ratios were less than 25 per cent 

whereas the assets and revenue ratios exceeded 75 per cent.  Accordingly, it would 

be a very substantial disposal for Company A and subject to shareholders’ approval.   

 

7. Company A submitted that the assets and revenue ratios were anomalous.   It was 

not meaningful to compare 7 per cent of the Target’s assets and revenue with those 

of the Group as shown in its accounts because the Target was engaging in a 

business different from those of the Group, and the Target’s assets and revenue 

were not consolidated in the Group’s accounts.    

 

8. It proposed to compare 7 per cent of the Target’s assets/revenue with the Group’s 

total assets/revenue adjusted by its proportionate interests in the assets/revenue of 

the Target and other jointly controlled entities.   It also proposed to compare 7 per 

cent of the Target’s net assets with the Group’s net assets.   Based on these 

alternative size tests, the Disposal should be classified as a discloseable transaction.   

 

 

APPLICABLE LISTING RULES   

 

9. Rule 14.01 states that: 

 

This Chapter deals with certain transactions, principally 

acquisitions and disposals, by a listed issuer. … 

 

10. Rule 14.07(1) provides the calculation of an assets ratio as follows: 

 

the total assets which are the subject of the transaction divided by 

the total assets of the listed issuer… 

 

11. Rule 14.07(3) provides the calculation of a revenue ratio as follows: 

 

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

transaction divided by the revenue of the listed issuer… 

 

12. Rule 14.20 states that: 

 

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

ratios produces an anomalous result or is inappropriate to the 

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

substitute other relevant indicators of size, including industry 

specific tests. The listed issuer must provide alternative tests which 

it considers appropriate to the Exchange for consideration. 
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ANALYSIS 

 

13. Chapter 14 governs an issuer’s transactions, including acquisitions or disposals of 

assets having material impacts on its financial position.    

 

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

on an issuer.  They form the basis for classifying the transaction which determines 

whether the transaction is subject to any disclosure and/or shareholders’ approval 

requirements under Chapter 14. 

 

15. In this case, the Exchange noted that:  

 

 The Target was a material joint venture of Company A having regard to its 

contributions to the Group’s net assets (50 per cent) and net profits (90 per 

cent).  Company A had disclosed the Target’s business as one of Company 

A’s principal businesses in its financial reports. 

 

 The Disposal formed part of a proposal to reduce Company A’s interest in 

the Target.  When classifying the Disposal, it was necessary to consider the 

overall impact of the Target’s restructuring on the Group.   

 

 The Disposal and the Capital Increase together would result in the Target 

ceasing to be a joint venture of Company A.   As the proposal would have a 

significant impact on the Group’s business and financial position, it was 

appropriate to classify the Disposal as a very substantial disposal for 

Company A. 

 

 Company A’s proposed alternative size tests were not acceptable as they did 

not take into account the overall impact of the Target’s restructuring on the 

Group. 

 

 

CONCLUSION 

 

16. The Disposal was a very substantial disposal for Company A. 

 

 

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

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

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

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

transaction under Chapter 14.    

 

The Rule amendments would not change the analysis and conclusion in this case.  
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ANALYSIS 
 
6. Practice Note 15 applies to an issuer’s proposal to effect a separate listing of its 

group’s assets or businesses, whether the listing is on the Exchange or elsewhere.    
 
7. Here, Company B was spun off by Company A under Practice Note 15 some time 

ago and had since then been listed on the overseas stock exchange. While the 
current proposal would achieve a listing of Company B on the Main Board, 
Company A would not be required to re-comply with Practice Note 15.    

 
 
CONCLUSION  
 
8. Practice Note 15 would not apply to the proposal.   
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HKEx LISTING DECISION 

HKEx-LD16-2011 (published in July 2011) (Updated in July 2014)  

 

Parties  Company X – a PRC issuer, listed on the Main Board and on a 

Mainland stock exchange  

 

Issue Whether the Exchange would waive certain connected transaction 

requirements for the possible issue of new A shares by Company 

X to its connected persons under a proposed public offer in the 

Mainland 

 

Listing Rules Main Board Rules 14A.36, 14A.39, 14A.46, 14A.92(1) 

 

Decision 

 

The Exchange waived the requirements 

 

FACTS 

  

1. Company X proposed to issue certain new A shares (“New A Shares”) through a 

public offer in the Mainland.   

 

2. Under the proposed offer, Company X’s existing A-share holders would have 

preferential rights to subscribe the New A Shares on a pro rata basis.  If any A-

share holders gave up their pro rata entitlements, the New A Shares not taken up 

(the “Excess Shares”) would be offered to the public by online subscription 

through the system of the Mainland stock exchange and offline placement.    

 

3. The issue price would be determined with reference to the prevailing market price 

of the A shares at the time of the proposed offer.  It was expected that the New A 

Shares would represent about 15% of Company X’s existing issued share capital.    

 

4. Company X would use the proceeds for general working capital. 

 

5. Under Company X’s articles of association and Rule 19A.38, the proposed offer 

required approvals by (i) shareholders at a general meeting and (ii) A-share 

holders and H-share holders at separate class meetings.  It also required approvals 

of regulatory authorities including the CSRC. 

 

6. Company X had a wide spread of shareholder base and did not have any 

controlling shareholder.  However, as some connected persons were A-share 

holders, they would be entitled to subscribe the New A Shares on a pro rata basis.   

They might also apply for the Excess Shares if any.   
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7. Company X enquired whether the subscriptions of New A Shares by the 

connected persons set out in paragraph 6 would fall within the exemption under 

Rule 14A.92(1). 

 

8. If the exemption did not apply, Company X sought a waiver from the connected 

transaction requirements to seek independent shareholders’ approval of, and to 

include an opinion from the independent board committee and the independent 

financial advisers on, the possible issue of New A Shares to the connected persons 

under the proposed offer (the Requirements).  It would be unduly burdensome 

for Company X to comply with the Requirements because:   

 

 Any subscription of New A Shares by the connected persons would be 

subject to the same terms and conditions as those available to the other A-

share holders or independent investors.   The Excess Shares, if any, would be 

allocated on a fair and equal basis and in compliance with the Mainland 

requirements.  No preferential treatment would be given to the connected 

persons; and 

 

 The proposed offer was subject to shareholders’ approval under other 

requirements described in paragraph 5.    

 

 

APPLICABLE LISTING RULES  

 

 

9. Rule 14A.36 states that: 

 

The connected transaction must be conditional on shareholders’ 

approval at a general meeting held by the listed issuer.  Any 

shareholder who has a material interest in the transaction must 

abstain from voting on the resolution. 

 

10. Rule 14A.39 states that: 

 

If the connected transaction requires shareholders’ approval, the 

listed issuer must (1) set up an independent board committee; and 

(2) appoint an independent financial adviser. 

 

11. Rule 14A.46 states that: 

 

The listed issuer must send a circular to its shareholders... 

 

12. Rule 14A.92 states that: 

 

An issue of new securities by a listed issuer or its subsidiary to a 

connected person is fully exempt if: 

 



 3 

(1) the connected person receives a pro rata entitlement to the 

issue as a shareholder; … 

 

… 

13. Rule 19A.38 modifies Rule 13.36(1)(a) for PRC issuers: 

 

… the directors of the PRC issuer shall obtain the approval by a 

special resolution of shareholders in general meeting, and the 

approvals by special resolutions of holders of domestic shares and 

overseas listed foreign shares (and, if applicable, H shares) (each 

being otherwise entitled to vote at general meetings) at separate 

class meetings conducted in accordance with the PRC issuer’s 

articles of association, prior to:— 

 

   (i) authorising, allotting, issuing or granting:— 

 

   (A) shares; 

   ….. 

 

 

ANALYSIS 
 

14. The exemption under Rule 14A.92(1) did not apply to the issue of New A Shares 

to the connected persons under the proposed offer because some existing 

shareholders of Company X (i.e. H-share holders) would not have pro rata 

entitlements to the shares. 

 

15. The Exchange agreed to waive the Requirements having considered the following:  

 

 This case involved a public offer of New A Shares in the Mainland and must 

comply with the Mainland law and regulations.   

 

 Any issue of New A Shares to the connected persons would be made on the 

same terms and conditions as other A-share holders or independent investors.  

There would be no preferential treatment to the connected persons.  

 

 As Company X had a wide spread of shareholder base, most of the New A 

Shares would be offered to the existing A-share holders who were not 

connected persons.  The offer was not made with a view to providing benefits 

to the connected persons. 

 

 The proposed offer required approval of H-share holders at a separate class 

meeting.  H-share holders could veto the offer, hence their shareholders’ 

rights were protected.   

 

 



 1 

 

HKEx LISTING DECISION 

Cite as HKEx-LD20 -2011 (updated in October 2019 (Rule amendments)) 

 

 

Summary 

 

Parties  Company A – a Main Board issuer  

 

Target – a company listed on an overseas stock exchange  

 

Offeror – a third party who made a general offer to acquire all the 

shares in the Target 

 

Issue Whether the Exchange would disregard the consideration ratio for 

Company A’s disposal of interest in the Target under the offer and 

classify it as a major transaction instead of a very substantial 

disposal 

 

Listing Rules Main Board Listing Rule 14.20 

 

Decision 

 

The disposal was classified as a major transaction.  

 

 

 

FACTS 

 

1. The Offeror made a cash offer to acquire the Target’s shares from its existing 

shareholders.   

 

2. Company A held 15 per cent interests in the Target as an investment and was 

considering whether to accept the offer.   It had a very short timeframe to make an 

acceptance.  Its majority shareholder would approve the disposal by a written 

shareholder’s approval.   

 

3. The disposal would be a very substantial disposal as the consideration ratio 

exceeded 75 per cent.   However, other percentage ratios indicated that the 

disposal was a major transaction only. 

 

4. Company A submitted that the disposal should be a major transaction instead of a 

very substantial disposal.   When the offer was first announced one month earlier, 

the consideration ratio was less than 75 per cent based on Company A’s then 

market capitalisation.  Since then, there was no material change in Company A’s 

operations and financial position, but its share price had decreased substantially 

due to the general market downturn.   The consideration ratio (calculated based on 
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its latest market capitalisation) became substantially larger than the other 

percentage ratios.  It considered the consideration ratio was anomalous.  

 

 

APPLICABLE LISTING RULES OR PRINCIPLES  

 

5. Rule 14.01 states that: 

 

This Chapter deals with certain transactions, principally 

acquisitions and disposals, by a listed issuer. … 

 

 

6. Rule 14.07(4) provides the calculation of a consideration ratio as follows: 

 

the consideration divided by the total market capitalisation 

of the listed issuer. The total market capitalisation is the 

average closing price of the listed issuer’s securities as 

stated in the Exchange’s daily quotations sheets for the five 

business days immediately preceding the date of the  

transaction (see in particular rule 14.15); and 

 

7. Rule 14.20 provides that:  

 

the Exchange may, where any of the calculations of the 

percentage ratios produces an anomalous result or is 

inappropriate to the sphere of activity of the listed issuer, 

disregard the calculation and substitute other relevant 

indicators of size, including industry specific tests. The 

listed issuer must provide alternative tests which it 

considers appropriate to the Exchange for consideration. 

 

 

ANALYSIS 

 

8. Chapter 14 governs an issuer’s transactions, including acquisitions or disposals of 

assets having material impacts on its financial position.    

 

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

on an issuer.  They form the basis for classifying the transaction which determines 

whether the transaction is subject to any disclosure and/or shareholders’ approval 

requirements under Chapter 14. 

 

10. The consideration ratio measures the materiality of a transaction by reference to 

the issuer’s latest market capitalisation.  It is an important size test as it takes into 

account the issuer’s size at the time of the transaction.    
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11. This case involved Company A selling the Target’s shares under an offer made by 

a third party.  The Exchange noted that: 

 

- When the offer was made, the percentage ratios (including the consideration 

ratio) calculated at that time indicated that the disposal would be a major 

transaction.     

 

- There was no material change in Company A’s financial position and the 

impact of the disposal on it.   The consideration ratio changed only because 

of the substantial decrease in Company A’s share price in a short period.     

 

- Company A held the Target’s shares as an investment and it had other 

significant operations. The disposal could not be considered “very 

substantial” to Company A compared to its financial position.  This was 

supported by the other percentage ratios which were substantially smaller 

than the consideration ratio. 

 

- The disposal required shareholders' approval whether it was treated as a 

major transaction or a very substantial disposal.   

 

12. The Exchange considered it acceptable to disregard the consideration ratio.    

 

 

CONCLUSION 

 

13. The disposal was classified as a major transaction. 

 

 

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

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

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

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

transaction under Chapter 14.    

 

The Rule amendments would not change the analysis and conclusion in this case.  
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CONCLUSION  
 

16. The Exchange waived the Requirements. 

 

 

 

 



HKEx LISTING DECISION  
HKEx-LD15-2011 (July 2011) 
 
Party Company A – a Main Board listing applicant seeking a listing on the 

Exchange 
 

Issue  Whether the Interim Guidance on Pre-IPO Investments applied to an 
issue of shares upon exercise of warrants which formed an integral part 
of a loan agreement between the warrant holder and Company A 
  

Listing Rules and 
Regulations 

Main Board Listing Rule 2.03(2) and (4) 
 
Interim Guidance on Pre-IPO Investments issued on 13 October 2010 
(Interim Guidance) 
 

Decision 
 

The Exchange decided that the Interim Guidance was applicable to the 
warrant issue  

 
FACTS 

1. Company A entered into a loan agreement with independent third parties (Lenders). 
The loan was conditional on the controlling shareholders issuing Warrants A and 
Warrants B (Warrants) to the Lenders. 

2. The terms of the Warrants enabled the Lenders to: 

 exercise Warrants A in whole or in part to purchase up to an aggregate of 12% of 
Company A’s enlarged issued share capital at a pre-determined price upon listing.  

 exercise Warrants B to acquire up to an aggregate of less than 1% of Company A’s 
enlarged issued share capital for free once the IPO price of Company A’s shares 
was finalised.   

 opt for cash settlement in lieu of Company’s shares. 

3. More than 28 days before Company A submitted its listing application, the loan had 
been fully drawn down but the Warrants remained exercisable on the date of the listing 
application.  

 
 
APPLICABLE RULES, REGULATIONS AND PRINCIPLES 

4. Rule 2.03 requires the issue and marketing of securities to be conducted in a fair and 
orderly manner and all holders of listed securities be treated fairly and equally. 

5. Under the Interim Guidance, pre-IPO investments must be completed either (a) at least 
28 clear days before the date of the first submission of the first listing application form 
or (b) 180 clear days before the first day of trading of the applicant’s securities, except 
in very exceptional circumstances. Pre-IPO investments are considered completed 
when the funds are irrevocably settled and received by the applicant. 

1 



2 

ANALYSIS  

6. The Exchange considered that: 

a. the Warrants which would entitle the Lenders to Company A’s shares shortly 
before its listing was a pre-IPO investment under the scope of the Interim 
Guidance; 

b. the loan and the Warrants were separate transactions, although the issue of the 
Warrants was one of the conditions precedent to the loan agreement;  

c. the injection of the loan was not a settlement of the consideration for the shares 
under the Warrants; and  

d. as the Lenders had not settled the consideration for the shares under the 
Warrants more than 28 days before Company A submitted its listing 
application, the pre-IPO investment in Company A was not considered 
completed as the funds were not irrecoverably settled and received by 
Company A.  

 
 
CONCLUSION 

7. The Exchange requested Company A to adjust the terms of the pre-IPO investment to 
comply with Rules 2.03(2) and (4) or defer its listing date to six months after the 
payment date to comply with the Interim Guidance. 

8. The Lenders and the controlling shareholders cancelled the Warrants, with the latter 
compensating the Lenders with cash. 

9. As Company A would not be the party to compensate the Lenders for the cancellation 
of the Warrants, the Exchange considered that the interests of the investing public 
were not prejudiced.   

10. Since an interest expense arising from the Warrants had been recognised and was 
reflected in the Company A’s profit forecast, the Exchange requested Company A to 
make prominent disclosure of the expense in its prospectus, including a subsequent 
event disclosure in the accountants’ report. 
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HKEx LISTING DECISION 

HKEx-LD14-2011 (Published in June 2011) (Updated in July 2014)  

 

Parties  Company A – a Main Board issuer 

 

Parent Company – Company A’s controlling shareholder  

 

Parent Group – the Parent Company and its subsidiaries 

 

Issue Whether the Exchange required aggregation of the agreements 

between Company A and the Parent Company for  

(i) the Parent Group contracting out certain system works to 

Company A; and  

(ii) Company A sub-contracting some of the works back to the 

Parent Group 

 

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

 

Decision 

 

The connected transactions should be aggregated. 

 

FACTS 

  
1. Company A was engaged in the provision of information technology 

infrastructure and internet services.  

 

2. It proposed to enter into two framework agreements (“Agreements 1 and 2”) 

with the Parent Company for the following transactions for 3 years: 

 

 Under Agreement 1, the Parent Company would engage Company A to carry 

out certain network infrastructure and security system works on a project basis 

for the buildings owned and/or managed by the Parent Group. 

 

 Under Agreement 2, Company A would engage the Parent Company’s 

subsidiaries as sub-contractors to carry out part of the works in projects 

awarded to Company A under Agreement 1.   

 

3. Based on the percentage ratio calculations, Agreement 1 was a non-exempt 

continuing connected transaction, and Agreement 2 was exempt from the 

independent shareholders’ approval requirement under the de minimis provision 

in Rule 14A.76(2).   

 

4. Company A considered that the agreements should not be aggregated under 

Chapter 14A because:  

 

 They were distinct and separate from each other.   
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 The transactions were of different nature to Company A.  One of them was of 

an income nature and the other was of an expense nature.     

 

 

APPLICABLE LISTING RULES 

 

5. Rule 14A.81 states that: 

 

The Exchange will aggregate a series of connected transactions 

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

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

listed issuer must comply with the applicable connected transaction 

requirements based on the classification of the connected 

transactions when aggregated. … 

 

6. Rule 14A.82 states that: 
 

Factors that the Exchange will consider for aggregation of a series 

of connected transactions include whether: 

 

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

party, or parties who are connected with one another; 

 

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

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

companies; or 

 

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

issuer’s group in a new business activity. 

 

7. Rule 14A.83 states that: 

 

The Exchange may aggregate all continuing connected transactions 

with a connected person. 

 

ANALYSIS 

 

8. Under Rule 14A.81, the Exchange may require an issuer to aggregate a series of 

transaction if they are completed within a 12 month period or are otherwise 

related. 

 

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

consider in applying the aggregation rule. The Rule is intended to provide 

guidance on the circumstances where aggregation may be required. When 

determining whether aggregation is required in a particular case, the Exchange 

will consider all relevant facts and circumstances. 
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10. The Exchange considered Agreements 1 and 2 were related and should be 

aggregated because: 

 

 they were entered into by Company A with the same party i.e. the Parent 

Company; and 

 

 the sub-contracting arrangements under Agreement 2 were part of the 

transactions subject to Agreement 1.   The agreements were connected with 

each other.  

 

11. Company A submitted that the transaction of an income nature under Agreement 

1 should not be aggregated with that of an expense nature under Agreement 2.  

However, the Exchange did not agree.  It may aggregate income and expense 

items in appropriate circumstances (see also Listing Decision LD64-4). 

 

12. Here, Agreements 1 and 2 were in substance one transaction involving (i) the 

Parent Group contracting out certain system works to Company A and (ii) 

Company A sub-contracting some of the works back to the Parent Group. They, 

when aggregated, would be classified with reference to the larger of (i) or (ii).  On 

this basis, both agreements would be non-exempt continuing connected 

transactions and would require independent shareholders’ approval.  

 

 

CONCLUSION 
 

13. The connected transactions should be aggregated under Rule 14A.81.   
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HKEx LISTING DECISION 

HKEx-LD13-2011 (Published in June 2011) (Updated in July 2014)  

 

Parties  Company A – a Main Board issuer 

 

Company B – a substantial shareholder of a subsidiary of 

Company A 

 

Company C and Company D – each an associate of Company B 

 

Issue Whether the Exchange required aggregation of Company A’s 

construction contracts with each of Companies C and D 

 

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

Decision 

 

The connected transactions should be aggregated. 

 

FACTS 

  

1. Company A’s principal activities included operating railway systems.   

 

2. It would construct a new railway line.  The project involved a number of 

construction contracts with contractors for different parts of the railway line.  

Each contract was subject to a separate tender process.  

 

3. Among these construction contracts, Company A intended to award one contract 

(“Contract 1”) to Company C and another contract (“Contract 2”) to Company 

D. 

 

4. Companies C and D were both associates of Company B and therefore connected 

persons.   Company A enquired whether Contracts 1 and 2 should be aggregated 

under Chapter 14A.   It submitted that:  

 

 The contracts were awarded to Companies C and D through separate tender 

processes.  Each contract related to a different and distinct aspect of the 

railway line. 

 

 Company A decided to construct the new railway line under a number of 

separate construction contracts (including Contracts 1 and 2) to minimise the 

programme risk to the project, taking into account various factors including 

the nature of the civil works and its strategy and experience in the 

construction of other railway projects in the past.  It did not “split” the 

construction works with a view to circumventing the Listing Rules. 
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APPLICABLE LISTING RULES 

 

5. Rule 14A.81 states that: 

 

The Exchange will aggregate a series of connected transactions 

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

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

listed issuer must comply with the applicable connected transaction 

requirements based on the classification of the connected 

transactions when aggregated. … 

 

6. Rule 14A.82 states that: 
 

Factors that the Exchange will consider for aggregation of a series 

of connected transactions include whether: 

 

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

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

 

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

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

companies; or 

 

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

issuer’s group in a new business activity. 

 

7. Rule 14A.83 states that: 

 

The Exchange may aggregate all continuing connected transactions 

with a connected person. 

 

 

ANALYSIS 

 

8. Under Rule 14A.81, the Exchange may require an issuer to aggregate a series of 

transaction if they are completed within a 12 month period or are otherwise 

related. 

 

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

consider in applying the aggregation rule. The Rule is intended to provide 

guidance on the circumstances where aggregation may be required. When 

determining whether aggregation is required in a particular case, the Exchange 

will consider all relevant facts and circumstances. 

 

10. The Exchange considered Contracts 1 and 2 were related and should be 

aggregated because: 
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 they were parts of the new railway project of Company A; and 

 

 they were entered into by Company A with Companies C and D who were 

parties connected with one another. 

 

11. Contracts 1 and 2 would be treated as one connected transaction and classified 

based their total contract sum. 

 

CONCLUSION 
 

12. The connected transactions should be aggregated under Rule 14A.81. 
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HKEx LISTING DECISION  
HKEx-LD12-2011 (June 2011)    
 
Parties Company A – a listing applicant seeking a secondary listing on the Main 

Board of the Exchange 
 

Issue  Whether the Interim Guidance on Pre-IPO Investments applied to 
Company A’s proposed issue of securities to independent investors  
  

Listing Rules and 
Regulations 

Main Board Listing Rule 2.03 
Interim Guidance on Pre-IPO Investments issued on 13 October 2010 
(Interim Guidance) 
 

Decision 
 

The Interim Guidance did not apply to Company A’s case 

 
FACTS 

1. Company A’s shares were primary listed on the Australian Stock Exchange (ASX). It 
sought a secondary listing of the same class of shares on the Exchange which would 
involve a public offer of new shares. Shares would be fully transferable and fungible 
between Hong Kong and Australian markets.   

2. Before filing a listing application with the Exchange, Company A proposed to issue 
shares and convertible bonds (Pre-HKIPO Investments) to some independent investors 
(Pre-HKIPO Investors) to finance its business operation.   The Pre-HKIPO 
Investments would be subject to shareholders’ approval according to ASX rules.  

3. If the Interim Guidance applies to the Pre-HKIPO Investments, Company A has to wait 
for 180 business days after the completion to list on the Exchange. 

4. Company A sought an exemption from the Interim Guidance. 
 
 
APPLICABLE RULES, REGULATIONS AND PRINCIPLES 

5. Rule 2.03 requires that the issue and marketing of securities is conducted in a fair and 
orderly manner and all holders of listed securities are treated fairly and equally. 

6. Under the Interim Guidance, pre-IPO investments must be completed either (a) at least 
28 clear days before the date of the first submission of the first listing application form 
or (b) 180 clear days before the first day of trading of the applicant’s securities, except 
in very exceptional circumstances. 

 

ANALYSIS  

7. The Exchange considered the following factors to determine whether to apply the 
Interim Guidance:  
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a. Company A was already listed on the ASX, an exchange accepted by the 
Exchange as providing comparable protection to shareholders; 

b. it is normal for a listed company to enter into financial arrangements, like the 
Pre-HKIPO Investments,  to finance its operations;  

c. Company A was required under ASX rules to seek shareholders’ approval for 
the Pre-HKIPO Investments and the terms of the Pre-HKIPO Investments would 
be fully disclosed to its shareholders for approval purpose; 

 
d. the Pre-HKIPO Investors were independent third parties; 

 
e. the pricing of the shares was based on the prevailing market price of the shares 

traded on ASX and there would be no price adjustment after issue;  
 

f. the initial conversion price of the convertible bonds represented a premium to 
the prevailing market price of the shares, although there would be some 
conversion price adjustments, including, for example, if the Hong Kong IPO 
price was lower than the market price upon which the initial conversion price 
was set; 

 
g. the sponsors were satisfied that the Pre-HKIPO Investments complied with Rule 

2.03; and  
 

h. Company A would fully disclose the terms of the Pre-HKIPO Investments in the 
Hong Kong prospectus for its listing on the Exchange. 

 
 
CONCLUSION 

8. The Exchange considered the Interim Guidance not applicable to the Pre-HKIPO 
Investments.  
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HKEx LISTING DECISION 

HKEx-LD8-2011 (Published in April 2011) (Updated in April 2015) 

 

Parties  Company A – a Main Board issuer  

 

Issue Whether Company A must include convertible preference shares 

as part of its total issued share capital in calculating the public 

float of its listed shares 

 

Listing Rules Main Board Rule 8.08(1)(a) 

 

Decision 

 

It was not necessary for Company A to include the convertible 

preference shares in calculating the public float of its listed shares 

 

 

FACTS 

 

1. Company A’s ordinary shares were listed on the Exchange.  It proposed to issue 

convertible preference shares (the CPS) to settle part of the consideration for its 

acquisition of assets from a connected person. 

  

2. Under the terms of the CPS, they would be non-redeemable.  Each CPS would be 

convertible into one ordinary share of Company A subject to adjustments.  Holders 

of the CPS would be entitled to dividends, if any, that would be paid with respect to 

the ordinary shares on an “as converted” basis.  They would have no voting rights at 

Company A’s general meetings, except for a resolution to vary the rights of the 

holders of the CPS or to wind up Company A.    

 

3. The CPS would not be listed.  Company A would apply to the Exchange for a 

listing of the ordinary shares to be issued upon conversion of any CPS.  

 

4. Holders of the CPS could not convert the CPS if it would result in the public float 

of the listed shares falling below the minimum level required in the Listing Rules. 

 

5. The public float of Company A’s listed shares exceeded 25% of its total issued 

share capital before the proposed transaction.  However, it would fall below 25% if 

the CPS were to be included as part of the total issued share capital. 
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APPLICABLE LISTING RULES   

 

6. Rule 8.08(1) states that: 

 

“ There must be an open market in the securities for which listing is sought. 

This will normally mean that:  

 

(a) at least 25% of the issuer's total number of issued shares must at all 

times be held by the public. 

 
…” 

 

 

ANALYSIS 

 

7. Rule 8.08 seeks to ensure that a sufficient amount of listed shares are in pubic 

hands at all times in order to maintain an open market for trading in the securities.   

8. The Rule states that its purpose is normally achieved when the public float of 

listed shares represents at least 25% of the issuer’s total issued share capital.   

9. In this case, Company A’s total issued share capital would include two classes of 

shares, i.e. the listed shares and the CPS.  Having considered the terms of the CPS, 

they were similar to debt securities.  The Exchange was satisfied that the public 

float would not be affected as a result of the issue of the CPS.  It allowed 

Company A to exclude the CPS when calculating the public float of its listed 

shares.    

 

 

CONCLUSION 

10. It was not necessary for Company A to include the CPS as part of its total issued 

share capital for the purpose of calculating the public float of its listed shares. 
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HKEx LISTING DECISION 
HKEx-LD5-2011   
 
Parties  Company A – a Main Board issuer  

 
Subsidiary B – Company A’s subsidiary and listed on an overseas 
stock exchange 
 

Issue Whether Subsidiary B’s on-market repurchase of its shares 
constituted a transaction for Company A, and if so whether it 
would be aggregated with Company A’s previous acquisition of 
Subsidiary B’s shares  
 

Listing Rules Main Board Rules 14.04(1), 14.22 and 14.23 
 

Decision 
 

Subsidiary B’s share repurchase was a transaction for Company A 
and it should be aggregated with the acquisition. 
 

 
FACTS 
 
1. Company A purchased certain shares in Subsidiary B on the overseas stock 

exchange (the On-market Acquisition).  
 
2. A few months later, Subsidiary B proposed an on-market repurchase of its shares 

(the Share Repurchase).  
 
3. There was a question whether the Share Repurchase was a transaction for Company 

A under Chapter 14 and if so, whether it would be aggregated with the On-market 
Acquisition.   

 
4. The Share Repurchase would be a discloseable transaction if it was aggregated with 

the On-market Acquisition.  Company A submitted that the transactions should not 
be aggregated because they were of different nature and conducted separately.   

 
 
APPLICABLE LISTING RULES   

 
5. Rule 14.01 states that: 
 

This Chapter deals with certain transactions, principally 
acquisitions and disposals, by a listed issuer. … 
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6. Rule 14.04(1) states that: 
 

any reference to a “transaction” by a listed issuer includes 
the acquisition or disposal of assets … 

 
7. Rule 14.04(6) states that: 
 

For the purpose of this Chapter, a “listed issuer” means a 
company or other legal person whose securities are already 
listed on the Main Board, … and unless the context 
otherwise requires, include its subsidiaries; … 

 
8. Rule 14.22 states that: 
 

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

 
9. Rule 14.23 states that: 
 

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

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

party or with parties connected or otherwise 
associated with one another;  

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

interest in one particular company or group of 
companies;  

 
(3) involve the acquisition or disposal of parts of one 

asset; or  
 

(4) together lead to substantial involvement by the listed 
issuer in a business activity which did not previously 
form part of the listed issuer’s principal business 
activities.  
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ANALYSIS 
 
Share Repurchase by Subsidiary B 
 
10. Chapter 14 governs transactions, including acquisitions and disposals of assets, by 

an issuer and any of its subsidiaries.   
 
11. Here the Share Repurchase was conducted by a subsidiary of Company A and it 

resulted in an increase of Company A’s equity interest in the subsidiary.  It was a 
transaction for Company A. 

 
Aggregation 
 
12. Under Rule 14.22, the Exchange may require an issuer to aggregate a series of 

transactions if they are completed within a 12 month period or are otherwise 
related.   

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

consider in applying the aggregation rule. The Rule is intended to provide 
guidance on the circumstances where aggregation may be required. When 
determining whether aggregation is required in a particular case, the Exchange 
will consider all relevant facts and circumstances. 

 
14. The Exchange considered that the On-market Acquisition and the Share 

Repurchase should be aggregated because they were executed closely in time, and 
both resulted in an increase of Company A’s interest in Subsidiary B, albeit 
through different channels.    

 
 

CONCLUSION 
 
15. The Share Repurchase was a transaction for Company A, and it should be 

aggregated with the On-market Acquisition. 
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HKEx LISTING DECISION 

HKEx-LD6-2011 (Updated in March 2019) 

 

Parties  Company A and Company B – each a Main Board issuer  

 

Issue Whether the Exchange would accept a prior mandate in lieu of a 

shareholders’ approval on the terms of the agreement for the 

following transactions: 

 

(1) Company A’s proposed acquisition of a piece of land through 

public tender 

 

(2) Company B’s proposed disposal of a property 

 

Listing Rules Main Board Rule 14.40 

 

Decision 

 

The Exchange accepted a prior mandate for Company A’s 

proposed acquisition.   

 

It did not accept a prior mandate for Company B’s proposed 

disposal.  

 

 

FACTS 

  

Company A 

 

1. Company A was engaged in manufacturing.  It intended to bid for a piece of land 

in the Mainland from a government authority under a public tender.  The land 

would be used to construct new production facilities.  The proposed acquisition 

would be a possible major transaction for Company A and the terms of the 

agreement would be subject to shareholders’ approval. 

 

2. The government authority had issued the tender notice (掛牌出讓公告) for the 

land which provided details of the land and other major terms of the tender, 

including the initial asking price for the bid (掛牌起始價).   

 

3. Company A proposed to seek a mandate from its shareholders for the acquisition 

before submitting a bid for the land because the government authority would not 

accept a bid conditional on shareholders’ approval.  Except the consideration, all 

major terms of the transaction had been fixed and disclosed in the tender notice.  

If Company A won the bid, it would be obliged to acquire the land under these 

terms.  It would be impractical for Company A to seek shareholders’ approval for 

the acquisition after the bid was accepted.    
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4. Under the proposed mandate, Company A’s bid would not exceed a maximum 

price fixed by it.  The maximum price was determined taking into account the 

location and potential value of the land and a recent valuation of the land by a 

professional valuer appointed by Company A.    

 

Company B 

 

5. Company B’s principal businesses included property investment.  

 

6. Company B intended to sell its entire interest in an investment property located in 

Hong Kong.    The proposed disposal would be a possible major transaction for 

Company B and the terms of agreement would be subject to shareholders’ 

approval. 

 

7. It proposed to seek a prior mandate from its shareholders to sell the property.   

Under the proposed mandate:  

 

 The property would be sold to independent purchaser(s) within a fixed period.  
 

 The consideration would be above a minimum price fixed by Company B.  

The minimum price was determined taking into account the then market 

conditions and a recent valuation of the property by a professional valuer 

appointed by Company B.      
 

8. Company B considered that it would be unduly burdensome to make an 

agreement for the disposal conditional on shareholders’ approval because of the 

uncertainty and additional time required to complete the transaction, which might 

affect the selling price of the property.   The proposed mandate, if approved by 

shareholders, would enable it to seize every opportunity to realise its investment 

in the property quickly in light of the changing market conditions.   

 

 

APPLICABLE LISTING RULES 

 

9. Rule 14.34 states that: 

 

As soon as possible after the terms of a share transaction, 

discloseable transaction, major transaction, very substantial 

disposal, very substantial acquisition or reverse takeover have been 

finalised, the listed issuer must in each case:— 

 

… 

  

(2) publish an announcement in accordance with rule 2.07C as 

soon as possible. See also rule 14.37. 

10. Rule 14.40 states that: 
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a major transaction must be made conditional on approval by 

shareholders. 

11. Rule 14.63(2)(a) states that if voting or shareholder approval is required, a 

notifiable transaction circular must: 

contain all information necessary to allow the holders of the 

securities to make a properly informed decision.  

 

 

ANALYSIS 
 

12. Chapter 14 governs an issuer’s transactions, principally acquisitions and disposals 

having material impacts on its financial position.  Depending on the size of the 

transaction, the Rules require the issuer to disclose the terms of the transaction 

and/or obtain shareholder approval. Shareholders would vote on the agreement 

having considered its terms.   

 

13. In these cases, there was no transaction and the requirements of Chapter 14 were 

not triggered.  If an agreement for the acquisition/disposal were signed, it would 

be subject to shareholders’ approval under Rule 14.40. The company’s 

shareholders would vote on the agreement based on its terms.    

 

14. There was a question whether the Exchange would accept a prior mandate in lieu 

of a shareholders’ approval on the terms of the agreement for the 

acquisition/disposal under Chapter 14. 

 

Company A 

 

15. When considering whether to accept a prior mandate in Company A’s case, the 

Exchange noted the following: 

 

 Company A could acquire the land from the government authority only 

through the public tender.  It would be impossible to seek shareholders’ 

approval except by a prior mandate. 

 

 The government authority had fixed and disclosed the timing and major terms 

(except the consideration) for the tender, and Company A would set out the 

maximum consideration for the land in its circular to shareholders.  There was 

sufficient safeguard in the proposed mandate and shareholders would be able 

to make an informed assessment of the acquisition. 
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Company B 

 

16. The Exchange considered the reason provided by Company B for the proposed 

mandate for the disposal of the property and whether in the circumstances, it 

would accept a prior mandate from shareholders in lieu of shareholders’ approval 

of the sale and purchase agreement.  However, it did not consider it unduly 

burdensome or impractical for Company B to make the disposal conditional on 

shareholders’ approval.      

 

 

CONCLUSION 
 

17. The Exchange accepted a prior mandate for Company A’s proposed transaction 

but not Company B’s proposed disposal.     
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HKEx LISTING DECISION 
HKEx-LD2-2011   
 
Parties  Company A – a Main Board issuer  

 
The Partner – an independent third party 
 
Joint Venture – a joint venture to be formed by Company A and 
the Partner  
 

Issue Whether the Partner’s contractual right to acquire Company A’s 
interest in the Joint Venture was an “option” under Chapter 14 
and, if so, whether it would be classified as a major transaction 
 

Listing Rules Rules 14.72(1), 14.76(1) 

Decision 
 
 

The right was an “option” under Chapter 14.  It would not be 
classified as a major transaction but its terms should be disclosed 
by an announcement. 
 

 
FACTS 
  
1. Company A proposed to enter into an agreement with the Partner to form the Joint 

Venture (the Agreement).  Based on size test calculations, this would not be a 
notifiable transaction. 

 
2. Under the Agreement, the Partner would have the right to acquire Company A’s 

interest in the Joint Venture (the Right) in case of: 
 

a. a change in control of Company A within a prescribed period after the Joint 
Venture was formed; 

 
b. a deadlock on certain matters proposed but not passed at the board or 

shareholder meetings of the Joint Venture; 
 

c. Company A becoming insolvent; or 
 
d. Company A committing a material breach of the Agreement. 

 
3. No premium was payable for the Right.   In the case of a, b or c, the exercise price 

would be the fair market value of to be determined by an independent valuer 
jointly appointed by the parties.  In the case of d, the exercise price would be 
determined based on the net asset value and other specific financial figures of the 
Joint Venture at that time.     
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4. Company A’s directors considered that terms of the Agreement were fair and 
reasonable.  

 
5. Company A sought the Exchange’s view on the application of the notifiable 

transaction requirements to the Right.   It submitted that the Right was a common 
commercial arrangement between joint venture partners to protect their rights and 
investments.  It was not an “option” under Rule 14.72(1) because it was 
exercisable by the Partner only upon occurrence of events which might or might 
not happen.    

 
6. If the Exchange disagreed, the Right would be classified as if it had been 

exercised under Rule 14.74(1).  Company A proposed to calculate the size tests 
based on its estimation of the exercise price for the Right.   On this basis, the 
Right would be below a major transaction.  

 
 
 
APPLICABLE LISTING RULES 
 
7. Rule 14.04(1)(b) states that any reference to a “transaction” by a listed issuer: 
 

includes any transaction involving a listed issuer writing, accepting, 
transferring, exercising or terminating (in the manner described in 
rule 14.73) an option (as defined in rule 14.72) to acquire or 
dispose of assets or to subscribe for securities. 

 
8. Rule 14.72(1) defines “option” to mean: 
 

the right, but not the obligation, to buy or sell something; … 
 
9. Rule 14.73 states that: 
 

the grant, acquisition, transfer or exercise of an option by a listed 
issuer will be treated as a transaction and classified by reference to 
the percentage ratios. 

 
10. Rule 14.74(1) states that the following apply to an option involving an issuer, the 

exercise of which is not at the issuer’s discretion: 
 

on the grant of the option, the transaction will be classified as if the 
option had been exercised. For the purpose of the percentage ratios, 
the consideration includes the premium and the exercise price of 
the option;  
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11. Rule 14.76(1) states that: 
 

For the purpose of rules 14.74(1) …, where, on the grant of the 
option, the actual monetary value of each of the premium, the 
exercise price, the value of the underlying assets and the profits 
and revenue attributable to such assets has not been determined, 
the listed issuer must demonstrate to the satisfaction of the 
Exchange the highest possible monetary value, which value will 
then be used for the purpose of classification of notifiable 
transaction. Failure to do so will result in the transaction being 
classified as at least a major transaction. …  
 

  
ANALYSIS 
 

Whether the Right was an “option” under Chapter 14 
 
12. The Exchange considered that the Right was an “option” which is defined widely 

in Rule 14.72 to mean the right “to buy and sell something”.  It disagreed with 
Company A’s view on the application of this rule.   

 
Classification of the Right 

 
13. As the exercise of the Right was not at Company A’s sole discretion, the grant of 

the Right would be classified as if it had been exercised.   
 
14. In determining the classification of the Right, the Exchange considered the size 

test calculations for the Right prepared by Company A and the following:  
 
• The formation of the Joint Venture was not a material transaction to 

Company A.    
 
• The Right was an exit arrangement that was common in joint ventures.   It 

would be exercised only upon occurrence of certain triggering events which 
were extraordinary or beyond the parties’ control.  This could be 
distinguished from other circumstances where put options were granted.   

 
• The exercise price would be based on the Joint Venture’s fair market value 

determined by an independent valuer agreeable to both parties, which 
would protect Company A’s interests in the Joint Venture in the event of a 
buyout, deadlock or insolvency.   In the event of a default, Company A 
considered it reasonable to use a different basis for determining the exercise 
price when it was in breach of a material term of the Agreement.  
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• The Joint Venture was not yet established and the exercise price of the 
Right had not been determined at the time of the Agreement.   Even if the 
grant of the Right was classified as a major transaction and Company A’s 
shareholders were given an opportunity to vote on it, they would have little 
information to make an informed decision.   

 
15. In light of the above, the Exchange decided that the grant of the Right would not 

be treated as a major transaction.  Despite this, the Exchange considered that 
Company A should disclose the formation of the Joint Venture and the terms of 
the Right because they would bind Company A to a possible disposal in the future 
which might be material to Company A at that time. 

 
 
CONCLUSION 
 
16. The Right was an “option” under Chapter 14.  It would not be classified as a 

major transaction but its terms should be disclosed by an announcement. 
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HKEX LISTING DECISION HKEX-LD9-2011 (Updated in October 2020 and 

January 2023 (Rule amendments, Rule reference))  

  
Parties   Company A – a PRC issuer, also listed on a Mainland 

exchange   
  

Issue  Whether the Exchange would waive the requirement on the 
exercise price of share options for Company A’s share 
option scheme involving issue of new A shares  
  

Listing Rules  Main Board Rule 17.03E  
  

Decision  
  

The Exchange waived the requirement  

  
FACTS  

    
1. Company A announced (i) its proposal to adopt a share option scheme 

involving issue of new A shares; and (ii) details of the proposed grant of 
options under it (including the names of the grantees, the number of options 
to be granted, and other terms of the options) (the Announcement).  No 
further options would be granted under the scheme.  

  
2. Both the scheme and the grant required approval by Mainland regulatory 

authorities and shareholders.  The scheme would be effective from the date 
of shareholder approval.  The board would formally grant the options within 
30 days of the shareholder approval.     

  
3. To comply with the Mainland law, Company A determined the exercise price 

of the options based on the higher of:  
  

a. the closing price of A Shares on the last trading day before the 
Announcement; and  

  
b. the average closing price of A shares during the last 30 trading days 

before the Announcement.  
  

4. This price fixing mechanism was different from those under Note (1) to Rule 
17.03(9) (the Note).  The Note requires the use of the higher of the share 
price on the grant date and the 5 day average of the share price before the 
grant date to determine the exercise price.  The grant date is the date on 
which the terms of the grant were fixed.  
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5. Company A sought to waive the Note requirement.  
 

APPLICABLE LISTING RULES  

 
6. Rule 17.03(9) states that the scheme document must include the following 

provisions and/or provisions as to the following (as the case may be):  
  

…  
  
 (9)  the basis of determination of the exercise price;  

  
Notes: (1) … the exercise price must be at least the 

higher of: (i) the closing price of the 
securities as stated in the Exchange’s 

daily quotations sheet on the date of 
grant, which must be a business day; and 
(ii) the average closing price of the 
securities as stated in the Exchange’s 

daily quotations sheets for the five 
business days immediately preceding the 
date of grant. For the purpose of 
calculating the exercise price where an 
issuer has been listed for less than five 
business days, the new issue price shall 
be used as the closing price for any 
business day falling within the period 
before listing.  

  
(Rule 17.03(9) was amended on 1 January 2023. See Note 1 below.) 

  
ANALYSIS  
  
7. The Exchange agreed to waive the Note requirement because:  
  

a. The securities under the scheme were A shares.  The scheme must 
comply with the Mainland law and obtain approvals by Mainland 
regulatory authorities.  

  
b. The exercise price determined under paragraph 3 above reflected 

the market price of the A Shares at the time the terms of the grant 
were fixed.  This was in line with the rationale of the Note.  

  
c. The scheme was subject to shareholder approval.   
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CONCLUSION   
  
8. The Exchange considered it appropriate to waive the Note requirement.  
  
  
SUBSEQUENT DEVELOPMENT (added in October 2020 and last updated in 

January 2023)  
  

9. The Exchange codified the waiver of the exercise price requirement for 
issuers dually listed on the Exchange and a PRC exchange by adding a 
new Main Board Rule 19A.39C, which became effective on 1 October 2020.  
  

10. Rule 19A.39C states that:  
  
“The Exchange may waive the exercise price requirement under rule 

17.03E for a share option scheme of a PRC issuer dually listed on the 

Exchange and a PRC stock exchange, provided that: (i) the scheme 

involves only shares listed on the PRC stock exchange; and (ii) the scheme 

contains provisions to ensure that the exercise price of the options is no 

less than the prevailing market price of the relevant shares on the PRC 

stock exchange at the time of grant of the options.”  
  

  
Notes: 

 
1. Chapter 17 was amended on 1 January 2023. The requirements on the exercise 

price of options under Note 1 to the old Rule 17.03(9) were moved to the new 
Rule 17.03E. 
 

2. The Rule amendments would not change the analysis and conclusions in this 
case. 
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