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EXECUTIVE SUMMARY

1.
Introduction 

When the weaknesses of the existing share application procedures became apparent in a number of heavily over-subscribed new issues in 1997, a multi-party informal Working Group was formed to study the matter in great depth and to consider how to streamline and automate share application procedures.  At the same time, the Exchange initiated its own study of the share application process  (Section 1).

2.
Objectives

After coming up with two alternative proposals in its own study, the Exchange feels that it should consult market participants on the best way forward since ESA makes up an important component of straight through processing, which is a major initiative in the Exchange's new strategic plan, Positioning for A New Era  (Section 2). 

In particular, the Exchange invites comments, opinions and suggestions from market participants on four major issues:
· Does the Exchange's proposed multi-mode ESA model offer the best way to overcome the weaknesses in the present share application procedures?

· If yes, are the proposed requirements for ESA service providers appropriate and/or adequate?

· Are there other ways to streamline share applications further and what are the best ways to solve the legal issues? 

· Are there additional major issues which are not discussed in the Consultative Paper?

While Hongkong Clearing's ESA service caters to its IPs who currently make up a small percentage of total share applicants, the Exchange's ESA initiative aspires to provide a framework to cover the various categories of share applicants and to discuss the other issues arising from ESA.
3.
Profile of investors 

Based on the value of their applications, investors are divided into three categories: (1) Large Investors-- HK$5 million and above, (2) Regular Investors -- more than HK$50,000 but less than HK$5 million and (3) Small Investors -- less than HK$50,000.  Small Investors made up more than 60 per cent of the total applicants in the heavily over-subscribed new issues in 1997.  This classification helps the Exchange to propose different ESA modes to cater to the characteristics and needs of the different categories (Section 3).

4.
Existing share application procedures 

The main parties involved in share applications are sponsors, investors, Exchange Members, finance providers, receiving banks, share registrars and Hongkong Clearing.

Presently, the sponsor coordinates new share applications on behalf of the issuer. Investors collect prospectuses and (white or yellow) application forms from the receiving bank or Exchange Member, and obtain investment advice and assistance in completing the forms from Exchange Members.  They can arrange financing facilities from banks, finance companies and some Exchange Members.

The receiving banks and the share registrars are the main parties involved in the processing of the applications while HKICL handles inter-bank fund transfers.  Hongkong Clearing is involved if the applications are made on the yellow forms.

The present arrangement for investors, banks and share registrars are labour intensive and put pressure on the banking system, especially in the case of heavily over-subscribed issues (Section 4.1).

5.
Timing and costs of the present application process 

The share application process from the date the prospectus is issued to the date of listing normally takes nine to 16 days.  It is estimated that the costs of printing, share registration and receiving bank charges amount to about 12 per cent of the total listing costs of a small issue (Section 4.2 and 4.3).


6.
The Exchange's proposed ESA initiatives
The Exchange examines two possible ESA models --- the pre-registration model and the multi-mode ESA model which proposes the use of multiple application channels to meet the needs of the different categories of investors (Section 5).
7.
Pre-registration model 

This model calls for the setting up of a Registry of Investors to enable investors to pre-register prior to the actual share application by submitting their personal details and signatures.  Investors need only register once for all subsequent share applications.  Upon submission to AMS/3 of an electronic instruction to apply for new shares, the personal details of the applicants will be extracted and forwarded to the receiving banks and the share registrars electronically.  

However, the Exchange feels that the Registry is unable to accommodate Small Investors, who are unlikely to register well in advance of a popular issue and who may make up more than 60 per cent of the total applicants in popular issues.  In addition, there are too many similarities between this model and Hongkong Clearing's ESA service, making the proposed Registry of Investors partially redundant.  Hongkong Clearing's ESA service, which was launched in May 1999, incorporates in essence a pre-registration process as a pre-requisite for its participants to use its ESA service (Section 5.1).

8.
Multi-mode ESA model 

The multi-mode model strives to cater to the three broad categories of investors: 
· Large Investors normally contribute a very small percentage of all the applications and they can continue to use the application forms but payment will follow the HKMA's CIPU Proposal.  The CIPU will help reduce credit expansion and  pressure on the inter-bank money market and payment system.  There is a further possibility of Large Investors becoming CCASS Participants but using the CIPU arrangement for fund transfers.
· Regular Investors may become Hongkong Clearing IPs and apply for new shares electronically through the CCASS phone system, its Investor Service Centre, or through CCASS Participants who will apply on their behalf.  This service was launched in May 1999; and
· Small Investors who normally lodge a significant percentage of applications may use EPI such as ATM cards, to apply for shares.
An efficient ESA system for Small Investors should be able to capture electronically their share application instructions and execute electronic payments to the receiving bank.  EPI services offered by financial institutions are best positioned to expand their services to include ESA.  
In view of rapid changes in EPI technology, the Exchange is supportive of different types of EPI such as by ATM Cards, Internet and mobile phones.  With regard to the ATM Card mode, there are three types of EPI systems in Hong Kong: ATM, EPS, and PPS.  The HKMA Working Group, of which the Exchange is a member, is discussing the mechanism to enable PPS clients to apply for shares electronically.

The other major features governing the ESA service by EPI should be:
· The ESA service should be open to any EPI service provider as long as the service provider can fulfil the service level and meet the standards to be decided by the securities industry;
· Funding of a particular EPI mode should be based on commercial viability where the applicants are not obliged to use the service;
· Successful investors should have their allotted shares credited to a provisional account in Hongkong Clearing as the long term trend is towards scripless trading. Scripless trading was also part of the 30-Point Programme published by the Government on 7 September 1998;
· As an interim measure, proposed by the Federation of Share Registrars, investors may have the option to receive share certificates by post;
· Each party in an ESA application should be responsible for the accuracy of the data within its control; and 
· Service providers should have contingency plans to deal with massive over-subscription, even though it is recognised that a single EPI service provider may not have sufficient capacity to handle a popular issue and paper based applications may still be required to supplement the EPI service (Section 5.2).
9.
For further consideration
The legal issues to be resolved before the ESA can be implemented are: (1) the prospectus requirement under the Companies Ordinance and the Personal Data (Privacy) Ordinance, and (2) the undertakings which are stated on the application forms (Section 6).

10.
Conclusion 

The Exchange believes that the multi-mode ESA model will benefit the Hong Kong financial market.  In the case of applicants, Large Investors can continue to use the application forms with CIPU in HKMA's proposal; Regular Investors may become Hongkong Clearing's IPs and apply through its ESA service; and Small Investors may use EPI services to apply for shares.  Financial institutions are best positioned to offer EPI for share applications.  However, application forms should still be available initially to supplement ESA services.  The proposed model will also enable share registrars, receiving banks and other banks to streamline and automate their work considerably.  As the EPI infrastructure is not immediately available for ESA, the proposed model in the longer term, will shorten the share application time and reduce the costs of  share applications for the benefit of all parties involved in the process (Section 7 and 8).

1.
INTRODUCTION

1.1 Background
A total of 82 companies were listed for the first time on the Exchange in 1997.  Of these, ten were at least 300 times over-subscribed. The most popular issue was Beijing Enterprise Holdings Limited, which was 1,276 times over-subscribed --- the highest over-subscription rate ever recorded in Hong Kong (see Table 1).

Past experience has shown, especially during popular new issues, that applicants are predominately Small Investors who tend to submit their applications at the eleventh hour and are often motivated by media reports.  As a result, certain weaknesses in the existing paper-based share application procedures became apparent.

Popular issues resulted in shortages of application forms; long queues at collection centres, last minute requests for extra prospectuses and application forms.  Normal operations of some banks were affected by the sudden increase in demand for cashier orders.  The massive over-subscription of popular issues also created tremendous credit expansion and put pressure on the inter-bank money market and payment system.  Share registrars and receiving banks had to anticipate the demand in advance and perhaps additional staff to deal with the increased workload.

Although the sentiment for new issues has declined because of the weaker financial environment, the Exchange feels that the securities market should take advantage of this lull in activity to improve its infrastructure.  As part of its strategic plan to position for the new era, the Exchange, in conjunction with other institutions, is seeking ways to streamline and automate the share application process. 

1.2
Working group

An informal WG comprising representatives from the HKMA, HKAB, Hongkong Clearing, HKICL, the FSR and the Exchange, was formed to study the issue in greater depth and to consider an ESA model.  After numerous meetings, the WG proposed the introduction of PPS for ESA.  In principle, the Exchange supports this initiative.

In addition, Hongkong Clearing has conducted a study of its IP service and introduced its own ESA service.  The Exchange also supports Hongkong Clearing's ESA service.

2.
OBJECTIVES
The Exchange's new strategic plan, Positioning for A New Era, called for an upgrading of the market environment and customer service.  The Exchange believes there is an increasing need to establish straight-through processing of transactions by integrating the Exchange's trading system with Members' offices, clearing and settlement, share registration and cash settlement functions. It feels that it is necessary to consult the market on the best way to implement the ESA proposals, especially in view of the problems that arise during massive over-subscription of new issues.
The Exchange's ESA proposals aim to cover all investor groups, incorporating other organisations' initiatives, so as to present market participants with a comprehensive vision of the ESA proposals.  It discusses two models: the pre-registration model and the multi-mode model which seek to incorporate the other ESA initiatives to serve different market segments.

In particular, the Exchange invites comments, opinions and suggestions about the four major questions as follow:
· Is the Exchange's proposed multi-mode ESA model the best way forward to overcome the weaknesses in the present share application procedures?
· If yes, are the proposed requirements for the ESA service providers appropriate and/or adequate?
· Are there additional ways to streamline share applications and what are the best ways to solve the legal issues (as discussed in Section 6)?  
· Are there additional major issues which are not discussed in the Consultative Paper?
Market participants and other interested parties are invited to respond in writing to the main questions as well as comment on any other aspects of the Paper to the Exchange no later than 30 October 1999.  In addition,  queries and requests for further clarification of the Exchange’s ESA Consultative Paper may  be directed to:

Market and Product Development Division

The Stock Exchange of Hong Kong Limited

(Consultation on Electronic Share Applications)

Tower I and II, Exchange Square, Central

Hong Kong

Tel. Number:

2840-3633

Fax. Number:

2810-9712

E-mail address:
mpd@sehk.com.hk
3.
ANALYSIS OF INVESTOR PROFILE

The profile of share applicants is briefly discussed below and the information is based on the share applications for  popular issues in 1997 as shown in Table 1.

3.1
Large Investors

Large Investors are defined as applicants for at least HK$5 million worth of shares in a new share issue.  These investors are generally considered to be professionals.
3.2
Regular Investors

Regular Investors are defined as applicants for more than HK$50,000 but less than HK$5 million worth of new shares and who invest more or less regularly in the stock market.

3.3
Small Investors

Small Investors are defined as those who apply for new shares worth not more than HK$50,000 in a single issue and who do not invest regularly in the stock market.  Generally, many Small Investors tend to apply at the last minute after some positive report on a new share issue appears in the news media.  Table 1 shows that over 60 per cent of the applicants could belong to this category.


Table 1 New issues in 1997 with over-subscription rate of more than 300 times and applications for HK$50,000 or less

New Issues
Subscription Rate (Times)
Applicants for HK$50,000 or less (%)

Beijing Enterprise Holdings Ltd.
1,276
69

GITIC Enterprise Ltd.
892
75

CATIC Shenzhen Holdings Ltd
653
72

Sa Sa International Holdings Ltd.
531
77

GZI Transport Ltd.
528
69

Kin Yat Holdings Ltd.
523
76

Chu Kong Shipping Dev. Co. Ltd.
480
76

Shum Yip Investment Ltd.
438
74

Beijing North Star Co. Ltd.
397
81

Wing Lee Holdings Ltd.
313
75

4.
EXISTING SHARE APPLICATION PROCEDURES

The current share application procedures are paper-based, manual, labour-intensive, and not very efficient if there are a large number of applicants.

4.1
Parties involved in new share issues

4.1.1
Sponsor

The sponsor co-ordinates the new share issue on behalf of the issuer.  The sponsor will get the prospectuses and application forms printed.  There are two types of application forms available to the general public --  white and yellow. These forms are normally distributed to participating underwriters, Exchange Members, receiving banks and other designated banks.  The names of the distribution centres and the exact locations where these forms can be obtained are advertised in the newspapers together with the other details of the new share issue.

4.1.2
Applicants

Applicants may apply for the new shares either by completing the white form or the yellow form if they are IPs or if they are applying through Exchange Members or custodian participants in CCASS.

According to Section 95 of the Companies Ordinance, every company must keep an English language register of its shareholders, the names and addresses, and the occupations or descriptions, of the shareholders. 

However to assist the processing of applications, white form applicants are required to provide the following personal details: (1) name in both English and Chinese; (2) address and telephone number; (3) proof of identity; (4) occupation; (5) signature; (6) number of shares applied for; (7) total amount of remittance; (8) name of bank on which cheque/banker’s cashier order is drawn; (9) cheque/banker’s cashier order number and; (10) whether there will be personal collection of refund cheques (for applicants for a large number of shares).


For those who apply using the yellow application forms, additional details are required: (1) Exchange Member Number; (2) Exchange Member’s seal; (3) Participant's I.D. of the designated CCASS participant or investor participant; and (4) authorised signature(s) and company seal of the designated CCASS participant or authorised signature(s) and company seal, if applicable, of the investor participant.
Each application must be accompanied by a remittance for the shares, payable in full on application (including 1.0 per cent brokerage and transaction levy of 0.011 per cent).  The remittance may be made either by cheque or cashier order.

If the white form applicants are successful, the applicants will receive their shares in the form of scrip registered in their names.  Yellow form applicants will have their shares credited to the Exchange Members' or their own CCASS accounts.
4.1.3
Exchange Members
Exchange Members collect the prospectuses and application forms, analyse the information contained in the prospectuses and advise their regular clients about the investment merits of the new issue.  Applicants can also collect prospectuses and application forms from Exchange Members' offices.
Exchange Members can assist their clients to complete the application forms and check the accuracy of the application details given by the applicants.  New and infrequent investors often approach Exchange Members to obtain advice on the new issue since they may not be familiar with investing in the stock market.


4.1.4
Finance Providers
Credit facilities are normally provided by 

commercial banks, finance companies and by some Exchange Members 
to clients who apply for new issues.
If the applicants choose to borrow money to subscribe for new shares, the finance providers require the applications be made through their nominee accounts so that they can maintain control over the flow of funds and scrip allocated to their clients.  They may charge a handling fee for lodging the applications.  Normally applications are made through the yellow application form for easier change in ownership from the finance providers to the successful applicants.  The finance providers have full control of the shares until the loans are fully repaid.
4.1.5
Receiving Banks

The procedures may differ from bank to bank, but in general, during the subscription period, the receiving bank will make available the prospectuses and white application forms to the public at designated branches. They will accept the completed application forms together with cheques or cashier orders from the applicants.  The receiving bank will report the application statistics to the issuer/sponsor daily.

On the closing date of the new issue, the receiving bank will collect all the yellow and white application forms (together with the cheques or cashier orders attached) from the designated boxes and deliver them to a central site for processing.  The forms will be sorted according to the number of shares applied for.  The receiving bank will also check to ensure that the application forms are correctly completed, that the cheques are issued by the applicants/first named applicants and that the cashier orders are in order.

The receiving bank will batch the applications and cheques/cashier orders, stamp the application number on the application forms and the cheques/cashier orders, and tally the quantity applied for and the subscription amount.  It will report the final application statistics to the issuer/sponsor.

The cheques will be deposited into the designated accounts of the issuers.  The receiving bank will purge records of rejected applicants and return the application forms and cheques/cashier orders together with a standard letter.  The receiving bank will send  a report containing applicants' personal particulars plus the valid application forms to the designated share registrar for action, by 5:00 p.m. on the closing date.

Before the refund date, the receiving bank will send dishonoured cheques to the share registrars and finalise application results, as well as arrange  refunds with the share registrars.

On the refund date, the receiving bank will credit interest to the issuer's accounts and transfer the funds upon instructions from the sponsor as follows: (1) professional fees and related expenses to the sponsor; (2) refund amounts, brokerage and transaction levy to the refund accounts and; (3) net proceeds to the issuer. 

4.1.6
Share registrars

Once the share registrar has received the forms from the receiving banks, it will check them for completeness and accuracy.  The data will be captured and reconciled with the receiving bank’s data.

The workflow of a share registrar is shown in Table 2 (see Appendix 2).  The share registrar will also highlight suspected multiple applications and returned cheques for further deduction.  The share registrar will then return the application forms with the returned cheques to the applicants.  There is little duplication between the work of the receiving bank and the share registrars as the receiving bank will check whether the applications are technically in order and the share registrar will check other details.

If the new issue is over-subscribed, a final balloting worksheet will be prepared and electronic balloting will then be carried out according to the basis of allocation as agreed with the sponsor/issuer.  Share certificates will then be printed for successful applicants.

The share registrar will handle the individual refunds to the unsuccessful and partially successful applicants as well as excess refunds for certain issues which have been priced below the subscription price as stated in the prospectus and application forms, the brokerage to Exchange Members and transaction levy to the Exchange.

The share registrars will also give information on refund amounts to the receiving banks as the banks will need the information for further processing.

4.1.7
Hongkong Clearing


Hongkong Clearing will receive a master list of successful applicants who are CCASS participants, and  will then credit the Exchange Members’ or IP's CCASS share accounts as specified by the individual applicants the night before the commencement of trading of the issue or on the dispatch date.
Hongkong Clearing will inform the Exchange Members nominated by the successful applicants and credit the refund amount of the applicants’ money into the Exchange Members’ accounts.  The Exchange Members will then inform their clients of the number of shares allocated to them.
4.2
Timing of the New Share Application

Table 3 (see Appendix 3) is a flowchart of the existing new share application process while Table 4 (see Appendix 4) is the estimated timing of the process.

The three sub-sections of the Companies Ordinance which apply are:
· Section 44A(1) states that no allotment of shares may be made in pursuance of a prospectus issued until the beginning of the third day after the date on which the prospectus is first issued, which is called the time of opening of the subscription lists.
· Section 44A(6) states that an application for shares generally may not be revocable until after the expiration of the fifth day after the opening of the subscription lists.  

· Section 44B states that any allotment made on an application may be void if permission has not been applied for before the third day after the first issue of the prospectus. Or if permission has been refused, before the expiration of three weeks from the date of the closing of the subscription list or such longer period not exceeding six weeks with the permission of the Exchange.  This means that the listing permission must be obtained within three weeks after the close of the application lists (or such further period as mentioned).

In practice, application lists are usually open between 11.45 a.m. and 12.00 noon on the same day subject to weather conditions.  In addition, the whole process from the date of issue of the prospectus to the listing date of the shares on the Exchange, normally takes from nine to 16 days.  Issues involving a dual listing on the US or UK exchanges usually take place within a shorter period of time as they normally involve the placing of shares in overseas markets whose investors prefer trading to commence shortly after the completion of the issue.

4.3
Costs of  a new share issue
Share registrars may charge a minimum initial fee to handle a fixed number of application forms, share certificates and refund/brokerage cheques.  Additional fees will be charged if the number is exceeded.  Similarly, receiving banks charge a  minimum initial fee for handling a fixed number of applications and an additional fee will be charged for each application in excess of that number.

Usually about 10,000 copies of prospectuses are printed, and the costs of printing and translation amount to HK$300,000.  Printing and translation of the white and yellow application forms may cost HK$100,000.  The total charges, including miscellaneous and overtime charges amount to about HK$500,000.  

4.4.
Other  issues relating to share applications

4.4.1
Inconvenience to applicants and to distribution centres
Shortage of application forms may occur in popular issues, causing long queues at distribution centres and last minute requests for extra prospectuses and application forms, and may require some re-printing.  This is expensive to issuers and inconvenient to the applicants and the distribution centres.
Some applicants may also rush to buy cashier orders at the last minute to remit their funds and this may put pressure on bank resources. 

4.4.2
Extra pressure on banking system

Massive over-subscription puts a lot of pressure on the inter-bank money market, the payment system and refund settlements when banks begin to settle payment for the subscriptions and effect fund transfers between banks.

Receiving banks can only cash the cheques after the close of a new issue, which puts pressure on the banks' resources during the few hours after the close of the issue.

4.4.3
Inconvenience to share registrars

Share registrars have to estimate the number of applicants for each new share issue, employ sufficient temporary staff to enter the details of the applications manually, check the accuracy of the data, input the applicants' data, print the share certificates and refund cheques, arrange the collection of share certificates and the refund monies in person for unsuccessful and the partially successful retail applicants. This is very labour-intensive.
5.
THE EXCHANGE'S PROPOSED ESA INITIATIVES

After studying the issue in detail, including the share application process in selected overseas markets (see Attachment I and II), the Exchange noted that there were two possible ESA proposals which could be implemented to improve the present procedures.

5.1
Pre-registration model 
Under this model, a Registry of Investors would be set up to enable investors to pre-register by providing their personal details and signatures to be used for fund transfer authorisation.  
This information will be kept in the database of the Registry.

The pre-registration will constitute a legally binding contract between the Registered Investors and the Registry setting out the terms and conditions with which the investors and the Registry must abide.  Upon successful completion, the Registered Investor will be issued a confidential PIN to be used when subscribing for new issues.  When the Exchange’s AMS/3 trading system becomes operational some time in mid-2000, applicants will be able to subscribe for new issues electronically by telephone, Internet or terminals provided by propriety order routing networks.

During a new issue, the Registry will forward the applicants’ personal particulars to the share registrars and receiving banks electronically.  This will enable them to automate the processing of the new issue substantially.

However, this proposal cannot accommodate Small Investors who may rush to submit their applications at the last minute as they have no incentive to apply for pre-registration since they only apply for very few new issues per year.  This group of investors may have made up more than 60 percent of the total subscribers for popular issues in 1997.

In addition, this model has too many similarities with Hongkong Clearing's ESA service, and setting up the Registry of Investors will also require extra investment.  To achieve the objectives of the Registry of Investors, the Exchange prefers to assist Hongkong Clearing to promote its IP to applicants who will then use its ESA service. 

5.2 Multi-mode ESA model
Alternatively, the Exchange proposes a multi-mode ESA system that can cater to the different categories of applicants.  Large Investors can continue to use the paper application forms but payment will be cleared through the HKMA's proposed CIPU arrangement.  Regular Investors can become Hongkong Clearing  IPs and apply using its ESA service while Small Investors, who may make up more than 60 percent of the total applicants, can use EPI services such as ATM Cards, to apply for new issues. 

The multi-mode ESA system can accommodate new applications for equities and bonds through subscription or tender as the information required of the applicants is the same.  However in general, ESA will only effectively accommodate applications for rights issues under a scripless system of ownership.  If all shareholders utilise Hongkong Clearing's IP accounts to hold shares in a scripless environment, Hongkong Clearing's ESA service would be the most appropriate system to handle rights issues. 

5.2.1
ESA for Large Investors

The HKMA Working Group has proposed that Large Investors continue to use application forms.  However CIPU, which have a minimum value of HK$5 million each, will be used to settle the transactions instead of cheques or cashier orders.

The settlement of these applications can be negotiated between the receiving bank of the issuer and the investor’s bank and subscription monies will be paid to the receiving bank by way of CIPU issued by the applicant’s bank.  CIPU will be held and not presented pending allotment of shares to the applicant.  On the next working day following the closing day of the new issue, the CIPU issuing banks will provide the receiving bank with confirmation of the total amount of the CIPU that they agree to pay.  Once the allotment decision is made as to who the successful applicants are, CIPUs will be netted with any refund monies and settled at the inter-bank level on the refund day of the new share issue.

There is also a further possibility of the Large Investors becoming Hongkong Clearing's CCASS Participants.  However, the fund transfer arrangement will largely follow those of CIPU. 
5.2.2
ESA for Regular Investors

Hongkong Clearing's proposed ESA is targeted at Regular Investors who already have IP accounts with CCASS.  Under this proposal, IP account holders may apply for new issues electronically through CCASS.  Non-IP account holders may request Exchange Members or custodian participants in CCASS to apply on their behalf.  The workflow of Hongkong Clearing's proposed ESA is shown in Table 5 (see Appendix 5).  This service was launched in May 1999.

The Exchange believes that Hongkong Clearing's ESA proposal will suit Regular Investors who are more likely to be frequent rather than casual applicants.
a.  New share application process for IPs

IP account holders can lodge their new applications through the CCASS phone system or through its Investor Service Centre.  Their instructions are  recorded and processed by CCASS.

CCASS generates EPI to debit the IP's designated bank account for the subscription amount and credit it to the receiving bank of the issuer.  CCASS also transfers the application details electronically to the receiving banks and to the share registrars for further processing.


b.  New share application process for non-IPs

Investors who do not have an IP account with Hongkong Clearing, but who are clients of Exchange Members or CCASS custodian participants, may request Exchange Members or CCASS custodian participants to apply for new shares as their nominees through their CCASS terminals.  Subscription monies will be collected from the designated bank accounts of Exchange Members and CCASS custodian participants.  Allocated shares will be credited to the CCASS stock accounts of the Exchange Members or custodians who will act as custodians for their clients.


c.  Applications through AMS/3

Investors who are clients of Exchange Members and IPs of CCASS may also apply for new issues electronically by mobile phone or Internet when the Exchange's AMS/3 becomes operational some time in mid-2000.  However investors must register with the Exchange Members as mobile phone or Internet investors beforehand and AMS/3 will only collect ESAs and transfer them to Hongkong Clearing's ESA service for processing.

5.2.3
ESA for Small Investors 

The Exchange proposes that Small Investors, particularly casual applicants, should use EPI to apply for new issues without pre-registration and when ESA for Small Investors has matured, application forms will be phased out.

a.  ESA through ATM Cards

The Exchange suggests that the present ATM Card service providers in Hong Kong should consider extending their service to enable their clients to use their cards to apply for new issues electronically.  At present, there are about 2 million ATM or credit cards able to carry out EPI transactions.  Although some people have more than one card, this proposal should capture most of the Small Investors.

To apply for new issues, applicants will key-in the details of their applications through ATM or EPS terminals or telephone handsets as requested by their ATM Card service provider.  After capturing the application details, the ATM Card service provider will send EPI instructions to the banks to effect subscription payment.  The banks will then transfer the personal particulars of the applicants electronically to the receiving banks and the share registrars.

Presently, the three EPI service providers which can support ATM Card in Hong Kong are:

· ATM service
Currently there are two ATM service networks in Hong Kong; the HSBC Group network, (with more than 900 ATMs); and the JETCO network (with more than 1,400 ATMs) linking 49 banks in Hong Kong.  

· EPS and PPS service 

The HKMA Working Group of which the Exchange is a member, is studying the viability of using either the EPS or PPS for electronic subscription for new issues. The WG has proceeded to study the business and technical viability of using PPS and has circulated a high level paper among the WG members.  The PPS provider has indicated that it will require about one-and-a-half years to implement the service for ESA.  In principle, the Exchange supports this initiative.


b.  ESA through the Internet

Currently there are over 130 Internet service providers and more than one million Internet users in Hong Kong, constituting about 15 percent of the population.  More sophisticated Hong Kong investors may increasingly choose to conduct their financial transactions through the Internet.  Financial institutions may consider offering ESA service so that the applicants can subscribe for new issues through the Internet.  However, many Small Investors may not yet have access to Internet, or if they do, may be reluctant to use it immediately for applications.  But in the longer term, this channel may prove to be popular and convenient for  all parties.
c.  ESA through mobile phones

Currently, there are six independent mobile phone service providers operating eleven digital networks. There are more than 2.6 million mobile phones in Hong Kong, or a penetration rate of about 40 per cent which is the highest in the world outside Scandinavia.  Mobile phones may offer another ESA channel for subscription to new issues.

For financial institutions that already offer EPI service on mobile phone networks, ESA through mobile phone messaging services has the advantage of not requiring substantial additional investment in modifying the infrastructure to accommodate ESA. Mobile phones are capable of handling a large number of applicants, say 200,000 during the subscription period, making the ESA service cheap and convenient for investors.


d.  Survey of preferred EPI channels

A recent survey of 1,728 applicants and potential applicants commissioned by the Exchange found out of the 1,168 respondents  interested in using ESA:
· 78 per cent  favoured ATM;

· 75 per cent  favoured EPS;

· 69 per cent  favoured PPS;

· 61 per cent  favoured mobile phone; and

· 54 per cent favoured Internet banking;

as the preferred EPI service for ESA. 

Note: In the survey, the respondents were  allowed to choose more than one preferred EPI channel.  It should be noted that the respondents' expressed choices of mobile phone and Internet banking as the preferred EPI channels were  quite high although they have yet to be fully developed for EPI service.

5.2.3.1
Proposed process under the EPI model

a.  Distribution of application forms and prospectuses

Prospectuses and application forms can still be distributed through the receiving banks and Exchange Members as at present.  In addition, electronic prospectuses may be displayed on the issuers web-sites which can be linked to the Exchange's web-site. This will assist the receiving banks to distribute the application information more efficiently.

b.  Applications through EPI

Investors may apply for new issues through any EPI channel.  After inputting the subscription details and confirming that they understand the prospectus and will abide by the undertakings of the issue, the EPI service provider will issue a secret transaction number for successful applicants to operate a provisional IP account for safe keeping of allotted shares in Hongkong Clearing.  The EPI service provider will generate EPI to the applicants' financial institutions.

c.  Processing of applications

After the close of the issue, the financial institutions will: 
· debit the subscription amount from the applicants' EPI bank accounts and credit to the issuer's account in the receiving bank; and 
· transfer electronically personal details of the applicants to the share registrars via the receiving banks for further processing together with other non-EPI applications.

On the second day after the close of the issue, the share registrar will process all the valid applications and conduct the balloting. The share registrar will send the results of the applications to the receiving banks electronically and to Hongkong Clearing for the creation of provisional IP accounts for the custody of allotted shares for all successful EPI applicants.
Hongkong Clearing will also send a temporary password to each successful applicant.  Successful applicants can phone Hongkong Clearing to change their passwords by providing their secret transaction number generated by the EPI service and their HKID number.  They can then operate their provisional IP account to sell their holdings or become a permanent IP by completing the account opening procedures.  The payment received for shares sold will be credited to the successful applicants' bank accounts which were used for the ESA.


d.  Electronic notification of allotment of new issue

The allotment results which are currently published in the newspapers may also be posted on the issuer's web-site linked to the Exchange's web-site or on the Exchange's web-site.  This will enable investors to check the status of their applications electronically.  In addition, some EPI service providers may also consider informing their individual clients who made an ESA about the allotment results as part of their service.  For example, Internet banking EPI service providers may send e-mail alerts to their clients on whether they were successful in their applications, while mobile phone EPI service providers may do so through an electronic message on the screen of the mobile phone.

e.  Auto-crediting refunds of subscription monies

The share registrar will auto-credit refunds to the original EPI bank accounts of the unsuccessful or partially successful applicants.

5.2.3.2
Major principles governing EPI service providers

The provision of EPI service should be based on the following principles: 

· Commercial viability of the particular EPI mode where the applicants have no obligation to use the service.

In a random survey of 6,978 adult respondents conducted by the Exchange, 16 per cent  had subscribed for or expressed an interest in subscribing for new shares worth HK$50,000 or less and another 9 per cent  had subscribed for or expressed an interest in subscribing for, new shares worth between HK$50,001 to HK$100,000, making a combined total of 1,728 applicants or potential applicants.
Of these: 

· 89 per cent  would be willing to use EPI for new share applications if the service is free;

· 74 per cent  would  not mind paying HK$1 to use EPI for new share subscriptions;

· 73 per cent would not mind paying HK$3 to use EPI for new share subscriptions;

· 71 per cent would not mind paying HK$5 to use EPI for new share subscriptions; 

· 66 per cent would not mind paying HK$10 to use EPI for new share subscriptions;

· 9 per cent were unwilling to use EPI for new share subscriptions and 2 per cent had no opinion.

· Open competition and standards for EPI service providers. 

The Exchange proposes that parties such as the SFC, HKMA, HKAB, FSR, Hongkong Clearing and the Exchange jointly determine the interface standards to be met by all EPI service providers for ESA to ensure that they meet service level and interface standards to gain wide acceptance by all the parties involved in a new issue.

It is suggested that the following areas should be considered:

· Payment of subscription to the receiving banks should be effected by batch after the close of the issue (rather than by direct debiting of applicants' accounts at application input time);

· Full audit trail of the transactions should be provided;

· The following application details should be supplied electronically to the share registrar in respect of each applicant:

· Full name (in English as well as Chinese where applicable);

· Proof of identity  (HKID number,  passport number, or other acceptable proof);

· Contact address;

· Bank account number;

· Number of shares applied for and application amount payable; 

· Nominated Broker number (if applicable).

· The closing date and time of share applications should be confirmed and agreed with the sponsor;

· The service provider should have requested applicants to confirm that: 
· They agree to disclose their personal details to the share registrar and the receiving banks for the purpose of subscribing to new share issues; 
· They understand the prospectus and agree to the undertakings required by the new share issue; 

· Hongkong Clearing should be the custodian for all successful applicants except in the interim  period when applicants may elect to receive scrip.
· The ESA service should also be able to support tenders for bonds as well as shares.

5.2.3.3 Other major features of EPI
There are six other major features governing EPI:


a.  Hongkong Clearing as custodian
The 30-point measures outlined by the SAR Government on 7 September 1998 for the securities market included: 

· examine the means to achieve the objective that all investors open accounts with CCASS,

· examine the feasibility of a scripless market to solve the problems arising from physical custody and settlement.

In his 1999-2000 Budget, the Financial Secretary again mentioned the need to strengthen the discipline and transparency of the market and to see through the implementation of the remaining measures.  He also announced the setting up of a Steering Committee to look at the infrastructure requirement for straight-through processing, e-commerce through Internet trading and a scripless market for Hong Kong.

The Exchange proposes that successful applicants for ESA be provided with provisional IP accounts in Hongkong Clearing for custody of allotted shares.  This will ease subsequent electronic share transfer and settlement but will not restrict investors' access to the securities market. 
b.  Interim measure of receiving share certificates by post

In principle, the Federation of Share Registrars has indicated to the Exchange that the movement towards scripless market is a global trend and instant registration and settlement would improve settlement efficiency. Federation members would be prepared to upgrade their computer systems and to participate in future integration.

However the share registrars have indicated that they still prefer to send the share certificates by post to successful applicants under ESA.  To accommodate the share registrars' request, the Exchange proposes that for an interim period until the full implementation of scripless trading, successful applicants should have the option of receiving share certificates in their own names from the share registrars by post.  The share registrars will send specimen signature forms to the successful applicants to obtain their signatures.  

The successful applicants should immediately return the signed specimen forms to the share registrars by mail.  In addition, to ensure the specimen signatures have been lodged, Exchange Members who handle the sale of shares when the successful applicants present the share certificates obtained from the IPO to them, may request a signed specimen form.  The forms and share certificates should be clearly printed as new issues.

c.  Security of transactions through EPI

As part of the Digital 21 Information Strategy, the Government plans to develop an information infrastructure called Electronic Service Delivery with an open and common interface, through which individuals, businesses and the Government can interact easily and securely.  

The Government will establish a public certification authority to issue digital certificates (a digital signature for identification and authentication purposes) and draw up a clear legal framework for electronic transactions.  This public certification authority is scheduled to commence operations some time in 1999/2000.  This will further encourage investors to apply for shares electronically through the Internet or other EPI channels that support digital certificates.


d.  Accuracy of the data

In handling ESA, questions may arise about which party should be held responsible for errors.  The Exchange proposes that each party should be responsible for the accuracy of the data within its control.  To reduce input error, uninformed and infrequent investors are advised to consult Exchange Members, their investment advisers or their EPI service providers before inputting electronic applications.

e.  Demand forecasting

Unlike utility or other regular payment instructions, it is difficult to forecast the demand for ESA since the number of new share issues varies from year to year and the number of applicants and the timing of their applications may also vary.  Service providers should have contingency plans to deal with a massive over-subscription where the number of ESAs made by casual investors may be many times above the normal.  However, it is recognised that a single ESA may not have sufficient capacity to handle all of the Small Investors in each new share issue.  Different ESA service providers should be able in the short term to complement each other, as well the paper based procedure, to alleviate  capacity concerns during popular issues.

f.  Support different offering mechanisms

The ESA should be able to support different offering mechanisms for securities.  The information submitted by the applicants (number of units applied for, total amount of application monies involved and bid price per unit in the case of Exchange Fund Notes) should be sufficient to support offering mechanisms other than offers for subscription, such as offers by tender, if the issuers wish to and with the approval of the Exchange.

Among others, the four possible tendering mechanisms are:


Type
Bids



Competitive
Non Competitive

Single Price Auction
1 
Yes
Yes


2
Yes
No

Multiple Price Auction
3
Yes
Yes


4
Yes
No

Competitive vs. non-competitive bids:
(1) Non Competitive bid: Applicants are guaranteed to receive securities if they apply through non-competitive tenders even though they may be restricted from getting the full allocation of securities if there are too many applicants.
(2) Competitive bid: Applicants are not guaranteed to receive securities, but have to submit bids stating the price they are willing to pay for the securities.  However, to ensure that the secondary market remains liquid, the successful applicants from this category may be restricted to receiving no more than a certain percentage of the securities.  During the allotment, the registrars, upon the instructions of the issuer, will work their way down the list of competitive tenders, accepting the highest tender prices until all the securities have been allocated.

In addition, there are two different techniques for tendering: 
(1) Single price auction, where both the competitive and non-competitive applicants are awarded securities at the lowest price acceptable to the issuer. 

(2) Multiple price auction, where securities are awarded at the price established by each of the tenders.  The weighted average price from the successful competitive tenders are applied to the non-competitive tenders; non-competitive investors will not know the price they have to pay for the securities until after the auction.

The different offering mechanism if introduced, will increase Hong Kong's attractiveness as a leading fund raising centre in the region as it offers issuers greater flexibility in determining the offering mechanism of their choice and enables small investors to participate in the pricing of new issues.
6.
FOR FURTHER CONSIDERATION
6.1 Legal issues

The two major legal issues for implementation of ESA are:

a.  Prospectus requirement under the Companies Ordinance

Section 38(3) of the Companies Ordinance states that it is not lawful to issue any form of application for shares in a company unless the form is issued with a prospectus which complies with the requirements of this section.  However, Section 348D also states that the records kept by the Companies Registry may be kept in a form other than documentary.  The Exchange will continue to work with other parties to consider how the proposed ESA service including the provision of an electronic prospectus on the web-site, can be implemented while conforming with the provisions in Section 38(3) or whether the ESA requires amendment of this provision in the Companies Ordinance.  


b.  Personal Data (Privacy) Ordinance

The Third Principle of the Personal Data (Privacy) Ordinance states that personal data shall not, without the prescribed consent of the data subject, be used for any purpose other than the purpose for which the data were to be used at the time of collection.  This Ordinance may have an implication for ESA as the banks will transfer their clients’ personal details to the receiving banks for processing their ESA instructions and who will in turn, transfer them to the share registrar and Hongkong Clearing as custodian.

To overcome this problem, provision should be made in the ESA for the applicants to declare that they have no objection to the data transfer and this provision may be added to the undertakings in the share application with which the applicants are willing to abide.

6.2
Undertakings stated on the application form

The current share application forms include undertakings with which the applicants must abide if they want to apply for shares.  Under ESA, the Exchange proposes that the undertakings are disclosed in the prospectus as it is a registered legal document.  During the ESA,  applicants are required to acknowledge reading and agreeing to the undertakings  contained in the prospectus before they are allowed to proceed with the electronic application.  It is their responsibility to ensure that they comply with all the terms and conditions of an IPO and the onus is on them to give a true acknowledgement.

7.
ADVANTAGES OF THE MULTI-MODE MODEL
7.1
Hong Kong financial market

ESA will help to increase the competitiveness of Hong Kong as a leading securities market in the region with the various market participants being able to process applications more quickly and efficiently; and investors will be able to choose between various ESA modes since there may be competing service providers offering the same or similar application channels.

7.2
Banks

Banks will benefit from electronic transfer of funds from applicants’ bank accounts to the receiving banks as they will no longer have to process large numbers of cheques and cashier orders as required in popular issues.  

Receiving banks will no longer have to distribute a large number of application forms.  After the closing of the issue, they will not have to process as many application forms as before.  In the long term, when almost all applicants use electronic prospectuses and ESA, the savings will be even greater.

7.3
Investors

Applicants for a new issue can choose from one of the ESA channels to be made available by service providers.  For some investors, this will eliminate the need to queue to collect refunds or cashier’s orders and the share certificate.  Once the applicants have subscribed for the new issue, payment will be debited from their bank accounts.  After the results are known, unsuccessful or partially successful applicants will be able to enjoy auto-refunds.  This will reduce the funding costs for applicants as they will receive earlier refunds of money which has been tied up during the subscription period.

Potential applicants with access to Internet will be able to download the prospectus and the application forms for reference instead of going to the distribution centres.

7.4
Share registrars

Share registrars will receive the information required for processing applications electronically from the ESA service providers.  This will reduce the processing time and effort, as well as errors in entering  applicants’ particulars.

It should be noted that with ESA, share balloting can be easily automated by share registrars.

7.5
Issuers/Sponsors

Issuers and their sponsors will enjoy a shorter time-lag between the close of a new share issue and the commencement of trading.  This may enable them to price the new issues more efficiently to reflect prevailing market sentiment especially in the case of issues with an international placement tranche.

The number of prospectuses and application forms required will be reduced especially when electronic prospectuses are made available through the Internet. Printing and overall listing costs will be reduced.  This is particularly so under the present arrangement where additional application forms and prospectuses of some issues may have to be printed at short notice.  

8.
CONCLUSION
The Exchange's ESA proposal will streamline new share applications with the establishment of a multi-mode ESA model to cater for all investors.  As a leading international stock exchange, the Exchange takes advantage of electronic commerce to cater to the needs of investors and other market participants in  share applications.

Large Investors who make up only a handful of the applicants, can continue to use application forms with the CIPU payment method.  However, if they become CCASS Participants, they will still have to use CIPU for subscription payment as this will help reduce the pressure on the inter-bank money market and payment system.
Regular Investors may apply by opening an IP account with Hongkong Clearing which will enable them to apply for shares through its service. Non-IP account holders may request Exchange Members or custodians to apply on their behalf.  This service has been available since the second quarter of 1999.

Small Investors, who make up the majority of applicants, may apply for shares through EPI, such as the ATM Card system.  This category of applicant may not be attracted to open an account with Hongkong Clearing unless there are very attractive incentives, since many of them are not shareholders and do not apply for shares frequently.  HKMA proposes to allow Small Investors to apply for new shares electronically through PPS.  Other service providers may also consider offering their new EPI services, including through the Internet and mobile phones.

Application forms should still be available initially to supplement the ESA services.

The Exchange's proposal when implemented will not immediately remove all the current issues arising from current share application procedures.  However, the introduction of scripless trading and opening the way for EPI service providers to extend their services to ESA will go a long way in reducing them.  Through the combined efforts of all market participants, the proposed ESA will strengthen Hong Kong's position as the premier financial centre in the region.

ATTACHMENT I  -  OVERSEAS PRACTICES
Several issues relating to ESA initiatives in three overseas markets, Singapore, Malaysia and Shenzhen are briefly discussed below.  The three markets were chosen as they have a large number of retail investors subscribing for new shares.
1.
Singapore

A comparison of ATM penetration in Hong Kong and Singapore in 1997 follows:


Estimated no. of residents
Estimated no. of ATMs
Residents per ATM

Hong Kong
6.5 million
2,300
2,826

Singapore
3.6 million
1,900
1,895

Singapore has fewer residents per ATM, but this should not affect Hong Kong’s ability to handle ESA through ATMs.

In Singapore, investors have been able to make share applications through ATM networks of six banks, since September 1993.  Currently, about 98 percent of applicants submit their new share applications through ATMs with only a small proportion using paper application forms.  Investors using an application form have to purchase a cashier order at a fee of S$5 (HK$23.50 at S$1=HK$4.70) each.  Singapore investors can also apply for rights issues and excess rights shares at the ATMs.

To apply for new shares through ATMs, the applicants must hold an account with the CDP, which is 100 percent owned by the SES; and own an ATM card in one of the participating banks.  

As at the end of June 1997, there were about 950,000 direct accounts registered with CDP.  This service is not available to corporate securities account holders of CDP and non-CDP account holders.  Banks charge S$1 (HK$4.70) for each electronic application.  It is cheaper to apply through ATM than by application form which requires buying a cashier order.

During a new issue, the applicants can apply for the new shares through a bank ATM where step-by-step instructions are displayed on the ATM screen.  The information required from the applicants includes the name of the new issue, the application amount, the account to be debited, confirmation that the applicant has read the information and risk statement relating to the application, as well as confirmation of the exchange rate, if applicable.  Upon successful completion, the ATM will automatically print a transaction record for the applicant.

Application money and bank charges are debited from the applicants' designated accounts. The subscription amount is transferred to a pre-opened issuer account at the bank.

At the close of applications (day one), all participating banks submit a magnetic tape containing the application information to SES.  On the day following the close of the application, SES processes the applications and conducts a ballot of valid applications.

Once this has been completed (day two), SES sends the tapes containing the results of applications to the participating banks.  Applicants can check the results of their applications through ATMs or hotlines in the evening.

Shares offered in the new issues are deposited at the CDP on the closing day of application in jumbo certificates.  Based on the results of the balloting, the shares are registered to the successful applicants’ CDP securities accounts.  These shares are available for trading on day three.

The subscription amount of unsuccessful or partially successful applicants is directly credited to their bank accounts within three market trading days after the close of applications.  The accounts of partially successful applicants, are credited with refunds within 14 calendar days of the close.

Other charges

The CDP charges the issuer the following fees:

· fixed handling fee of S$2,500 (HK$11,750) per listing;

· S$0.60 (HK$2.82) per successful application;

· S$200 (HK$940) per run for the validation of the magnetic tapes; and

· S$10 (HK$47) for the shareholder list.

2.
Malaysia
a.
ESA in Malaysia

Applicants must submit application forms together with bank drafts or ATM slips to confirm that the application monies have been transferred.  However, Malaysia plans to launch an ESA system with participating financial institutions to create an integrated paperless system for share applications.  The allocation will be carried out by an electronic ballot and refunds for unsuccessful or partially successful applications will be made.  Balloted shares will be directly credited to investors’ Central Depository System accounts maintained at the Malaysian Central Depository as advised by the investors.  After the introduction of ESA, the two systems will run in parallel.

b. 
Electronic prospectus in Malaysia

The newly set up alternative market in Malaysia for high-tech stocks, MESDAQ also enables prospectuses of its issuers to be distributed electronically through the issuer's web-site which is linked to MESDAQ's web-site.  The disclaimer on the web page of its first issuer, before one can access the prospectus was as follows: 
"The distribution of this prospectus and the issuance of the issue shares in certain other jurisdictions may be restricted by law.  Persons into whose possession this prospectus may come are required to inform themselves of and to observe such restrictions.  This prospectus does not constitute and may not be used for the purpose of an offer to sell or an invitation of an offer to buy any issue shares in any jurisdiction in which such offer or invitation is not authorised or lawful or to any person to whom it is unlawful to make such offer or invitation.  A third party passing on the application form must pay attention to the fact that the law prohibits a person from passing on the application form unless it is attached to or accompanied by a complete and untampered version of the prospectus lodged or a print out thereof.

If you are interested in this issue, you may obtain an application form from the issuer's joint advisers.  Please read the prospectus before filling in the application form."

3.
Shenzhen 
Applications for new A-shares can be made through the Shenzhen trading system provided that the investor holds an account with the central clearing company and has a cash account with a securities company.  

New issues are available for subscription at the fixed offer price through the Shenzhen trading system for one day during normal trading hours.  Applications are submitted through the investor’s broker.  Results are announced and made known to the applicants through their brokers on the fourth day after the close, upon which the allotted shares are automatically credited to the investors’ share accounts with the central clearing company. 

ATTACHMENT II  -  ESA FOR MEGA LISTING

Several issues relating to the mega-listings of China Telecom in Hong Kong and Singtel in Singapore are discussed below.  

1.
The Listing of China Telecom on the Exchange

China Telecom (HK) Ltd. was listed on the Exchange in October 1997 after raising HK$33 billion in the offer for subscription tranche.  A total of 126,492 applicants applied for the issue and 72 per cent applied for shares worth HK$50,000 or less.  The China Telecom public offering did not cause severe concern because:  

· Market sentiment during the subscription period was not very positive.  As a result, the issue was only 35 times over-subscribed;

· The issue was priced at HK$11.68 [initially offered at between HK$9.39 and HK$12.48] per share instead of the usual HK$1 to HK$2 range for many public offers in Hong Kong; and

· The prospective P/E based on pro forma fully diluted basis was between 21.65 and 28.78 compared with 19.35 for Beijing Enterprise.

2.
The Listing of Singtel on the SES

One of the objectives of the privatisation of Singtel (Singapore Telecommunications Limited) was to widen the investor base in Singapore by offering a large number of Singaporeans a chance to own some shares in the company.  The Singtel issue comprised three groups of shares:

Shares
No. of shares
Price
Details

Group A
350 million 
S$1.90 (HK$8.93)
Group A and Group B shares were allocated without subscription.  Investors did not have to open CDP securities account or trading accounts to sell the shares.  The shares could be sold through ATCs*.

Group B
200 million 
S$2.00 (HK$9.40)


Group C
550 million
At or above S$2.00
Group C shares were opened for public subscription by tender. Most of the tenders were made through ATMs.  

Total
1,100 million



Note: * Authorised Trading Centres, which were set up at bank branches and located island-wide within housing estates.  The objective of having ATCs is  to make it easier for first time investors who do not have a trading account with a broker.  For the Singtel issue, the SES operated 133 ATCs for buying and selling Singtel shares.

Group A Shares

Group A shares were specially discounted shares which were effectively given free to all active Central Provident Fund (CPF) members.  CPF was the agent to handle these applications as this portion of shares was held under CPF account.  CPF generated standard forms to all account holders as long as the account holder signed and returned the forms, they were entitled to 600 shares each.  

If the CPF holder did not sell the shares after listing, he was entitled to receive another 600 shares per year for the next four years until he held 2,400 shares. All the holdings of Group A shares are reflected in the shareholder’s CPF statement, rather than the CDP statement.  Consequently, Group A shareholders do not need to have a CDP or CPF Investment Account.  

Note: All employees and their employers must contribute a percentage of the employee’s income into the CPF.  

Group B Shares

Group B shares were also specially discounted and were offered at a fixed price only to active CPF members.  Each eligible applicant could apply for 1,000 Group B shares.  Applicants for Group B shares could use either printed application forms or ATMs.

Group B shares were also lodged in the investors' CPF accounts.  To sell Group A and Group B shares, Singtel investors only have to produce their identity cards at an ATC.

Group C Shares

Application for Group C shares could be made at a different tender price through separate applications and investors could make more than one application.  However, successful applications were accepted at the strike price in full.  The strike price was fixed at the lowest successful tender price but not less than the minimum tender price.

Group C shares are traded on SES in scripless form. Investors who wish to subscribe to an IPO must open a CDP securities account before submitting an application.  CDP will credit the securities account of a successful investor with the shares.  Group C shares were about five times over-subscribed and were bid up to about S$3.78 (HK$17.77).

Other major features of the Singtel issue
· Size of the offering: 15 per cent of the shares were offered to the public for subscription.
· Timetable for listing: The application period was about three weeks; with the prospectus issued on 9 October and the close of applications on 28 October 1993.  The prospectus also mentioned that the processing of partial allocations might be lengthened resulting in a longer period for the return of the balance of the application money, depending on the number of successful applicants.  However this period would not be less than 14 days after the close of the invitation.
· Listing date: A tentative date for the commencement of trading in Singtel was announced, as it was a mega-listing.  There was a gap of two weeks between the close of application list and the commencement of normal, or ready trading.
· Pricing of Singtel shares: As Singtel is indirectly owned by the Singapore Government, the price for Singtel shares offered to every eligible Singaporean investor was set by the Government prior to the application date.
· Lot size: To encourage greater participation by retail investors, the shares were traded in lots of 100 and 1,000 shares on the SES.
· Pre-registration of investors: Initially, the applicants had to open a CDP account before applying for Group B shares.  However, this requirement was waived some time during the application period after the queue outside the CDP became very long.  It was estimated that about one million applicants applied for the Singtel shares.
· Announcement of share allotment: The major local newspaper launched a new hotline service called INFOLINE on the allotment of shares and charged S$0.50 (HK$2.35) a minute for the service, prior to the Singtel issue.
· Registration of shares for successful applicants: Share certificates were registered in the name of CDP and were forwarded only to CDP.  CDP sent a statement to each successful cash applicant within 15 market days, showing that his securities account had been credited with the number of shares allocated to him. This was the only acknowledgement of receipt of application money.  Each applicant also authorised CDP to complete and sign on his behalf as transferee when he applied for the issue.

· Trading: In view of the overwhelming response to the Singtel share offer and in anticipation of keen interest to deal in the shares, a continuous trading session from 8 a.m. to 8 p.m. was implemented in the first two trading days of Singtel shares.

· Special trading: Prior to the Singtel issue, SES introduced when ready trading.  This enabled investors to trade in IPOs soon after the close of the issue.  In the case of the Singtel issue, when ready trading commenced after the strike price was determined and the balloting had been carried out.  However all trades executed on this basis had to be settled within three weeks.
· Investor education: SES undertook a series of education projects to support the Invest Singapore campaign.
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TABLE 4 ESTIMATED TIMING OF A NEW SHARE APPLICATION
And Workdlow of The Major Participants
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TABLE 5§ HONGKONG CLEARING'S ESA FLOW
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