
 

 
 

 

 
 

 
 

 

 

 
 

    
    

 

 
 

Corporate and Investor Communications Department 
Hong Kong Exchanges and Clearing Limited 
12/F One International Finance Centre 
1 Harbour View Street 
Central 
Hong Kong 
 

23 March 2018 
 
Dear Sirs 
 
Emerging and Innovative Companies CP 
 
We write in response to the Consultation Paper on a Listing Regime for Companies from Emerging and Innovative 
Sectors (“Consultation Paper”). Unless the context otherwise requires, words and expressions used in this paper 
have the same meanings as those attributed to them in the Consultation Paper. 
 
Please note that we would like this response to be anonymized upon disclosure. Please redact the name of this firm 
in the version put on public display.  
 
Cornerstone investment in biotech listings 
 
We welcome the proposal to allow existing shareholders of a Biotech Company (including those holding a 5% 
voting right or above before listing) to participate in the IPO as a cornerstone investor. We understand the Stock 
Exchange would require such shareholders to be subject to a six-month lock-up and that the shares subscribed for 
by such investors at the IPO will not be counted towards the public float for IPO purpose. 
 
From the drafting of Rule 18A.06, we gather that other shares (apart from those subscribed in the cornerstone 
placing) acquired pre-IPO or post-IPO by such shareholders will be counted towards the public float. This is not 
spelt out in the Consultation Paper and the Stock Exchange may wish to clarify this to avoid confusion. 
 
On this subject, we have conducted a study on 30 recent SEC-registered biotech IPOs listed in the U.S. between 
April 2017 and March 2018. We note that existing pre-IPO shareholders participated in 83% (25 out of 30) of the 
IPOs, on average covering 29% of the IPO base deal size. We believe this is a useful indication of international 
market trend for the Exchange’s reference. Please refer to the statistics in appendix 1 for details. 
 
Existing shareholders’ / affiliates’ participate in follow-on offerings post-IPO 
 
As a related point, the proposed Rule 18A.06 will to some extent relax the “double-dipping” restriction, by 
allowing shareholders and affiliates not meeting the conditions of GL85-16 to participate in the cornerstone placing. 
We support this initiative to give Biotech Companies more flexibility to raise additional funding from existing 
shareholders at IPO. 
 
However, we believe that the same rationale should apply in subsequent follow-on offerings post-IPO. In practice, 
it is common for Biotech Companies to have frequent needs for cash injections, due to their long product 
development cycles and capital-intensive nature of their business, which often necessitate multiple rounds of equity 
financing before and post IPO. In this regard, shareholders’ support would be crucial both to meet such needs and 
as a sign of their ongoing commitment to the company. As opposed to this, it would be impractical if Biotech 
Companies have to identify new anchor investors in each additional round of financing. The problem would be 
even more acute where additional funds are required on an urgent basis, as new independent investors may require 
lengthy due diligence into the business before making an investment decision.  
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We also take this opportunity to remind the Stock Exchange that for many Biotech Companies it will be very 
important to have access to additional funding by shareholders not just at the IPO stage but beyond. Please refer to 
the list in appendix 2 showing the participation of existing shareholders, directors and senior management and their 
affiliates in recent follow-on offerings in biotech companies in the U.S. Under the current Listing Rules (with 
connected persons disqualified from issues of securities out of general mandate unless in compliance with Chapter 
14A), the Hong Kong regime remains relatively inflexible. To make our market genuinely competitive and 
attractive to Biotech Companies, we suggest a carve-out to be introduced – namely, that existing 
shareholders holding more than 10% but less than 30% of the total shares outstanding should be allowed to 
participate in post-IPO follow-on primary offerings pursuant to a general mandate without necessitating an 
extraordinary or special general meeting for a special mandate. This would allow financial investors to continue 
their much-needed support of a Biotech Company as it continues to develop, while preserving a requirement for 
controlling shareholders holding 30% or more to obtain shareholders’ approval in order to acquire additional shares. 
 
Clinical trials for pharmaceutical products 
 
In the Stock Exchange’s proposal, a pharmaceutical product that has completed Phase I clinical trials with no 
objection from the relevant authority against the commencement of Phase II will be considered as having 
developed beyond the concept stage. 
 
As Hong Kong is opening up for the first time, we suggest that an applicant should instead demonstrate that it has 
completed Phase II clinical trials or otherwise completed “proof of concept” clinical trials which demonstrated the 
efficacy in humans of the Core Product. Typically Phase I clinical trials are designed to demonstrate the safety of a 
drug candidate at the potentially therapeutic dose. In many Phase I clinical trials there is no measurement of 
efficacy of the drug. In fact, Phase I clinical trials are often conducted on healthy humans, not in humans with the 
medical indication meant to be treated. Overall therefore, companies that have a Core Product which has only 
completed Phase I clinical trials may not have thereby demonstrated any efficacy of such Core Product in humans. 
According to FDA statistics, approximately 70% Phase I clinical trials are able to proceed to Phase II, of which 
approximately 33% move on to the next phase. 
 
We believe a higher standard will help bring in better quality issuers with a higher chance of success in developing 
their products, and would ultimately be beneficial to Hong Kong in building its reputation as a biotech IPO market. 
In addition, given investors in the Hong Kong market (compared, for example, to the US market) have less 
experience in evaluating or investing in Biotech Companies, it would be helpful to introduce such companies in a 
more advanced development stage to start with. 
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Yours faithfully 
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Appendix 1 – Biotech Companies US IPO Precedents 
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Appendix 2 - Biotech Companies US Follow-on Offering Precedents 
 

 
 




