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PART A 

ISSUES FOR GENERAL CONSULTATION

1.
Executive summary

This Consultation Paper is the product of a periodic review conducted by the Exchange to ensure that the Listing Rules are in line with best market practices and current market conditions and are clearly understood by market participants. This summary should be read in conjunction with the other parts of the Consultation Paper for a fuller understanding of the proposed changes to the Listing Rules. Part A of the Paper contains proposed rule changes upon which comments are welcomed. Part B sets out the proposed changes.

1.1 Summary of proposed rule 8.10 of chapter 8 - Qualifications for listing - competition

1. Competition: proposed rule 8.10 seeks to address situations where a listing applicant's controlling shareholder has an interest in a business that competes or is likely to compete with the applicant's business (the "excluded business"). Current practice is to generally treat such applicants as unsuitable for listing should they not secure non-competition undertakings from their controlling shareholders. However, such undertakings have proven to be ineffective and difficult to enforce. 

Proposed rule 8.10 would instead require the disclosure of material information about excluded business in the applicant’s prospectus.  The controlling shareholder’s interests in excluded business would include its directorship and/or substantial shareholding in the excluded business.  The proposed rule would also require excluded business acquired by the applicant from the controlling shareholder after listing to meet the track record requirements of the Listing Rules and require strict compliance with the Listing Rules in respect of any post-listing transactions with the excluded business which are considered to be notifiable and/or connected transactions.

In addition to the above requirements in relation to the controlling shareholder, a new disclosure requirement about directors’ interest in competing business is proposed to be introduced under proposed rule 8.10.  The proposed rule would require disclosure of the interest (including directorship and substantial shareholding) of the applicant’s directors in any competing business in the applicant’s prospectus.  After listing, the directors must continue to disclose to the applicant details of interests in any competing business in the annual report of the applicant.  The directors must also disclose any change in his/her directorship and/or substantial shareholding in competing business in the applicant’s annual report.

1.2
Summary of proposed chapter 14 - Transactions

1. Definitions: proposed rule 14.1 would codify the definitions of key terms used in the Listing Rules. Certain terms in the current rules are re-defined or moved to a separate "Definitions" section in the proposed rules for greater clarity. The proposed rule is drafted to minimise ambiguity, thus simplifying the interpretation and application of the Listing Rules. The proposed rule re-defines "accounts"; "listed issuer"; and "notifiable transaction". The terms newly defined are "assets"; "controller" and "net assets".   The terms unchanged in the proposed rule from the current rules are "property company" and "shipping company". The term "transaction" is explained.

2.
Application of chapter 14A - connected transactions: 
proposed rule 14.4 would clarify that the rules in proposed chapter 14A also apply to transactions under proposed chapter 14 which are also connected transactions.

3.
Application of practice note 13: 
proposed rules 14.6 and 14A.9 would clarify that practice note 13, which provides guidance on deemed disposals and the calculation of the relevant percentage ratios under the Listing Rules, applies to transactions under proposed chapters 14 and 14A.  

4.
Formation of joint ventures: 
proposed rule 14.11(2) would codify the Exchange's practice in determining the size of a transaction involving formation of joint ventures for purposes of proposed chapters 14 and 14A.

5.
Property companies - higher of consideration or valuation: proposed rule 14.11(5) would require any disposal by a listed issuer of an entity whose principal activity is the holding of property to use the higher of consideration received for the property or its valuation for purposes of determining the size of a transaction under the proposed chapters 14 and 14A. 

6.
Adjustment of net assets and profits: proposed rule 14.12 would explicitly require listed issuers to adjust their net assets by the amount of the interim profit or loss and any dividend declared by listed issuers.  The Exchange also proposes to delete the provision under the current rules to include the value of transactions in respect of which adequate information has already been issued to shareholders, in the profits figures of a listed issuer.

7.
Non-applicability of percentage ratios: proposed rule 14.15 would clarify the circumstances under which the percentage ratios will be inapplicable in calculating the size of a transaction under the proposed rules. 

8.
Aggregation of transactions: proposed rules 14.19 and 14.20 would provide guidance on the circumstances that will result in the aggregation of transactions.

9.
Table of transaction classifications: proposed rule 14.21 would introduce a table of transaction classifications setting out the principal requirements for notifiable transactions under proposed chapter 14.

10.
Notification obligations: proposed rule 14.22 would contain explicit requirements clarifying when listed issuers must notify the Exchange of any price-sensitive matter and/or notifiable transaction and the procedures relating to such notification obligations. 

11.
Contents of press announcements: proposed rule 14.23 would cross-reference the proposed rules governing press announcements requirements applicable to different types of notifiable transactions.

12.
Short suspension of dealings: proposed rule 14.24 would clarify the practice relating to short suspension of trading in a listed issuer's securities pending the release of information likely to be price-sensitive.

13.
Notice for general meeting to approve a transaction: proposed rules 14.28, 14.33, 14.35 and 14A.7 would set out a new requirement that, where a notifiable/connected transaction requires shareholder approval in a general meeting, the circular for the transaction should be despatched at the same time as or before the listed issuer gives notice of the general meeting to approve the transaction.

14.
"Closely allied group of shareholders": proposed rule 14.30 would set out the factors the Exchange will take into account to determine whether a group of shareholders is a “closely allied group of shareholders” whose written approval may be used in place of a vote at a general meeting of shareholders in the case of a major transaction.

15.
Interested shareholders to abstain from voting: proposed rules 14.31, 14.32 and 14.34 would require any shareholder who has an interest in the transaction to abstain from voting in respect of it.

16.
Very substantial acquisitions and reverse takeovers: under the current rules, a very substantial acquisition includes an acquisition of unlisted assets where (1) the size tests would be 100% or more; or (2) the acquisition would result in a change in control through the introduction of a majority holder or group of holders (e.g. reverse takeover).  In addition, if the listed issuer cannot satisfy the conditions in current rule 14.07(3), it would be treated as a new applicant.  The current rules are intended to avoid a backdoor listing of assets or businesses.


Proposed rule 14.3(5) would introduce a new category of notifiable transaction, namely “reverse takeover”, to deal with backdoor listing. The new definition of very substantial acquisitions only includes transactions that do not fall into the reverse takeover category and do not meet the conditions in current rule 14.07(3).

The proposed rules would require a reverse takeover and a very substantial acquisition to be subject to shareholder approval where the controlling shareholder should abstain from voting.  In line with the existing rules, the proposed rules would also require a very substantial acquisition circular and a new listing document for reverse takeover to contain information required in a listing document for a new applicant as set out in Appendix 1, Part A of the Listing Rules.

17.
Contents of press announcements - counterparties; ultimate beneficial owner of the disposing or acquiring party or other parties to a transaction; and restriction on subsequent sale of securities used in a transaction: proposed rule 14.36(2) would require all press announcements to describe the activities of the counterparty to a transaction, if the counterparty is a company. 


Proposed rule 14.37(1) would require details of the ultimate beneficial owner of the vendor of the assets or other parties involved to be disclosed in share transaction press announcements.  Similarly, proposed rule 14.38(1) would require disclosure of the parties to discloseable transactions, major transactions, very substantial acquisitions or reverse takeovers in the related press announcements. Required details would include the identity of the ultimate beneficial owner of the disposing or acquiring party or other involved parties.


Proposed rules 14.37(2) and 14.38(2) would require announcements in respect of notifiable transactions to disclose details of any restrictions which apply to the subsequent sale of securities used in such transactions. 

18.
Contents of press announcements - interests of shareholders: proposed rule 14.36(7) would require the directors to opine in press announcements, as applicable, whether or not a transaction is fair and reasonable and in the interests of the shareholders as a whole.

19.
Contents of press announcements - profits or losses in respect of transaction: for discloseable or major transactions relating to disposals proposed rule 14.38(4)(a) would require disclosure in press announcements of 
details of the gain or loss expected to accrue to the listed issuer in respect of the transaction and the basis for calculating such gain or loss.

20.
Profit forecast: proposed rule 14.39 states that profit forecast includes any statement which quantifies the anticipated level of future profits or losses either explicitly or by reference to previous profits or losses. Under the proposed rule, any statement to the effect that losses will turn to profits would constitute a profit forecast.

21.
Circulars - general requirements: proposed rule 14.41 would require every circular relating to a discloseable transaction, a major transaction or a very substantial acquisition, and a listing document relating to a reverse takeover sent by a listed issuer to its shareholders to be clear, concise and provide an adequate basis upon which shareholders could make decisions in respect of the transaction disclosed therein.

22.
Circulars - reasons for a transaction: proposed rule 14.42(3) would require a circular sent by a listed issuer to its shareholders in respect of a discloseable transaction to clearly explain the reasons behind the proposed transaction.  Such requirement would also apply to a major transaction, a very substantial acquisition and a reverse takeover under proposed rules 14.43(1) and 14.46(1).

23.
Circulars - disclosure of directors' service contracts: proposed rule 14.42(7) would require all discloseable transaction circulars to include detailed information on the service contracts of a listed issuer's existing and proposed directors. Such requirement would also apply to a major transaction, a very substantial acquisition and a reverse takeover under proposed rules 14.43(1) and 14.46(1).

24.
Circulars - additional information: proposed rule 14.42(8) would require listed issuers to include in a discloseable transaction circular any additional information not specifically mentioned in the proposed rules but requested by the Exchange.  Such requirement would also apply to a major transaction, a very substantial acquisition and a reverse takeover under proposed rules 14.43(1) and 14.46(1).

25.
Circulars – issue of consideration shares resulting in a change in control: proposed rule 14.43(3) would require an acquisition constituting a discloseable transaction, where the consideration for the transaction includes the listed issuer’s shares, to disclose in the circular whether or not the transaction will result in a change of control of the listed issuer.  Such requirement would also apply to a major transaction, a very substantial acquisition and a reverse takeover under proposed rules 14.45(1) and 14.46(1).

26.
Circulars - working capital sufficiency statement: the provision under the current rules in relation to a waiver from the requirement to include in the circular the sufficiency of working capital statement in the case of a disposal constituting a major transaction would be deleted.

27.
Major transaction acquisition - written approval not acceptable if accountants' report qualified: under proposed rule 14.45(5)(a), note 3, the Exchange would not accept a majority shareholder's written approval of a transaction in lieu of a general meeting where the accountants can only give a qualified report on the profits and net assets of the business, or company or companies being acquired in a major transaction. 

28.
Circulars - financial statements of listed acquisition targets: proposed rule 14.45(5)(b) would permit the published financial statements for the last three years as well as the last announcement of interim results to be included in the major transaction circular instead of an accountants’ report where the company to be acquired is listed on the Exchange.

29.
Circulars - valuation reports for infrastructure or project companies: proposed rule 14.48 would permit the Exchange to require circulars concerning the acquisition or disposal an interest in an infrastructure project or an infrastructure or project company to include a business valuation report and/or traffic study report.

30.
Options: a new section is intended to be introduced under proposed rules 14.50 to 14.55 in respect of options involving a listed issuer and under proposed rules 14A.46 to 14A.50 in respect of options involving a listed issuer and its connected person(s).  The proposed rules seek to clarify the Exchange’s treatment of transactions involving options in respect of the requirements under chapters 14 and 14A.

31.
Offer documents - public float and aggregation: proposed rule 14.59 would require offer documents to state that the listed issuer will ensure a sufficient public float in connection with a general offer. The proposed rule would also require offer documents to state that the Exchange has the discretion to require the listed issuer to issue a circular to its shareholders in connection with any size of proposed transaction which is a departure from the issuer’s principal activities. Proposed rule 14.59 would also require offer documents to state that the Exchange may aggregate a series of transactions resulting in the listed issuer being treated as a new listing applicant.

32.
Major issues of securities: the Exchange is of the view that rules should be introduced to protect minority shareholders’ interests against substantial dilution resulting from issues of new securities of listed issuers.   It is proposed that any issue of new shares or other securities would be aggregated with any other issues made in the previous twelve months.  If such issues of securities would increase the listed issuer’s issued share capital by 50% or more, the latest proposed issue would be subject to minority shareholder approval.  

1.3
Summary of proposed chapter 14A - Connected transactions

1. Definitions: proposed rule 14A.1 would codify the definitions of key terms used in the Listing Rules. Certain terms in the current rules would be re-defined or moved to a separate "Definitions" section in the proposed rules for greater clarity. The proposed rule is drafted to minimise ambiguity, thus simplifying the interpretation and application of the Listing Rules. The terms unchanged in the proposed rule from the current rules are "financial assistance" and "recognised stock exchange".  The terms re-defined in the proposed rule are: "accounts" and "listed issuer".  The terms newly defined are: "banking company"; "consideration"; "controller"; "financial assistance provided/not provided in the ordinary and usual course of business"; "independent shareholder"; "net assets of the listed issuer"; "normal commercial terms"; "ordinary and usual course of business";  "transaction"; and "turnover of the listed issuer".  The term "transaction" is also explained.

2. Definition of connected persons: proposed rule 14A.2 would exclude directors, chief executive, or substantial shareholders of any subsidiaries of a listed issuer from the definition of connected persons.

3. "Associates" of connected persons: under current chapter 14, "associates" of a connected person include "relatives" for the purpose of connected transaction requirements.  However, "relatives" are restricted to certain persons under the current rules.  The Exchange proposes to delete the restriction of the definition.

4. Treatment of subsidiaries as connected persons: under proposed rule 14A.2(6), if any shareholder of a listed issuer’s non wholly owned subsidiary is a substantial shareholder, chief executive or director of the listed issuer, such a non-wholly owned subsidiary would be a “connected person”. Proposed rule 14A.3 explicitly excludes from the definition of “connected person” a non-wholly owned subsidiary no shareholder of which is connected to the listed issuer.

5. Aggregation of interests in determining "substantial shareholders": note 3 to proposed rule 14A.4(1)(b)(i) would reserve the Exchange’s right to aggregate interests, including the interests of relatives, in determining a "substantial shareholder" of any company.

6. Connected transactions between a listed issuer and a person who is not connected: proposed rule 14A.4(1)(b) would explain that transactions involving a listed issuer and a person who is not connected can still be classified as connected transactions. The proposed rule would set out the three principal types of transactions to which this concept applies and would give guidance on connected transactions involving single-asset companies.

7. Treatment of acquisition or disposal of asset of a single-asset company: note 1 to proposed rule 14A.4(1)(b)(i) would clarify that the acquisition or disposal of the asset of a single-asset company a substantial shareholder of which is, or will become a controller of the listed issuer or an associate of a controller, would be treated as an acquisition or disposal of an interest in that company, and thus a connected transaction.

8. Financial assistance as connected transaction: proposed rule 14A.4(3)(a) would explicitly define the provision of financial assistance by a listed issuer to a connected person or a company in which both the listed issuer and a connected person have an interest as a connected transaction. 

9. Joint ventures as connected transactions: proposed rules 14A.1(14)(f) and 14A.4(6) would classify a listed issuer’s formation of a joint venture with a connected person as a connected transaction and would clarify the manner in which the size of such transactions will be calculated under the Listing Rules.

10. New category of connected transaction – “continuing connected transactions”: proposed rule 14A.5 would define a new category of connected transaction, the “continuing connected transaction.” This is a connected transaction taking place over a period of time. The proposed rules 14A.18 to 14A.22, 14A.23(3), 14A.32, 14A.35, 14A.36(3) and 14A.39(8) would set out the reporting, announcement, and independent shareholder approval requirements to which such transactions would be subject. 

11. Voting to be taken by poll: proposed rules 14A.7, 14A.32 and 14A.34 would require any vote at a meeting held to approve a connected transaction to be taken by poll. This is designed to ensure that the views of dissenting shareholders are reflected through the voting system.

12. Matters to be opined on by independent financial advisers and independent directors: proposed rules 14A.8, 14A.19, 14A.23(3), 14A.37(4), 14A.38(3)(c), 14A.38(4) and 14A.39(7) would require independent financial advisers to opine whether or not a transaction is fair and reasonable and in the interests of the shareholders. Independent financial advisers and independent directors would also be required to make a recommendation as to how independent shareholders should vote on connected transactions.

13. Methods of calculating size of transactions: under proposed rule 14A.9 the methods of calculating the consideration or value of a transaction set out in practice note 13 would apply to connected and continuing connected transactions.

14. Aggregation of transactions: proposed rules 14A.10 to 14A.12 would provide guidance on the types of circumstances that may result in the aggregation of transactions.

15. Underwriting by connected person: proposed rule 14A.15(3)(c) would codify current practice and explain the treatment of underwriting by a connected person under the proposed rules. In particular, note 3 to proposed rule 14A.15(3)(c) addresses situations where a listed holding company acts as an underwriter or a sub-underwriter of an issue of securities by its listed subsidiary. 

16. "Top up" placing: proposed rule 14A.15(3)(d) would clarify that the period by the end of which a connected person must subscribe for shares should be 14 days after the execution of the placing agreement. The proposed rule is in line with the purpose of the exemption, which is to raise funds with minimum delay. The Exchange also seeks market’s views on whether the connected person should be allowed to top-up to the same percentage interest held before placing, or whether the maximum number of shares subscribed for should be restricted to the number of shares originally placed.

17. Directors' service contracts: proposed rule 14A.15(6) would exempt the entering into of directors' service contracts as connected transactions.

18. Consumer goods or services: proposed rule 14A.15(8) and the current rules exempt consumer goods or services transactions between a listed issuer and a connected person from the reporting, announcement and independent shareholder approval requirements of proposed chapter 14A. The proposed rule would also define consumer goods or services.

19. Provision of services: current rule 14.24(2) provides an exemption for transactions involving the provision of services between two or more listed issuers or any of their respective subsidiaries which are all members of the same group, on normal commercial terms and in the ordinary and usual course of business of all the companies concerned. Such transactions are proposed to be governed by continuing connected transaction requirements. The exemption under current rule 14.24(2) would therefore be repealed.

20. Sharing of administrative services: proposed rule 14A.15(9) would exempt the sharing of administrative services between a listed issuer and a connected person on normal commercial terms and in the ordinary course of business of all or both of the companies concerned from the reporting, announcement and independent shareholder approval requirements of proposed chapter 14A.

21. Waivers - joint and several guarantee or indemnity: proposed rule 14A.23(2) would allow for a waiver of the Listing Rules concerning a listed issuer’s grant of a joint and several guarantee or indemnity in respect of the obligations of (i) a non wholly owned subsidiary as described in proposed rule 14A.2(6), or (ii) a company in which both the listed issuer and a connected person are shareholders, under certain conditions: (1) the guarantee or indemnity must be required in connection with a government or public sector contract; (2) each shareholder of the subsidiary or company must give a similar joint and several guarantee or indemnity in respect of the contract; and (3) each of the other shareholders of the subsidiary or company in respect of whose obligations the listed issuer is giving the joint and several guarantee or indemnity must in turn indemnify the listed issuer in proportion to its interest. The Exchange must be satisfied with such counter indemnities.

22. Shareholders’ meeting waiver: proposed rules 14A.24 and 14A.33 would permit the waiver of a shareholders’ meeting held to approve a connected transaction if all of the listed issuer’s shareholders may vote at such meeting. Such waiver would be conditional upon the listed issuer’s majority shareholder or “closely allied group of shareholders” holding a majority interest in the issuer giving a written certificate approving the transaction. Whether or not a group of shareholders constitutes a “closely allied group of shareholders” is determined by a number of factors set out in proposed rule 14.30. Such factors include the individual group members’ past voting pattern; the number of members in the group; and the relationship between them.

23. Conditions on the grant of waivers: under proposed rule 14A.25, the Exchange may impose such conditions it considers to be appropriate on the grant of any waiver of the rules under proposed chapter 14A.

24. Announcements: proposed rule 14A.27(2) would codify current practice in the Listing Rules by requiring listed issuers to deliver an initial draft press announcement to the Exchange and requiring the final announcement to be published in the newspapers before trading begins the next business day after it is approved by the Exchange.

25. Shareholder approval requirements: proposed rule 14A.28 would cross reference the reporting, announcement and shareholder approval under the proposed rules in respect of proposed transactions requiring independent shareholder approval under proposed chapter 14A.

26. Shareholder circular: proposed rules 14A.30 and 14A.31 governing shareholders’ circular, would set out that a circular must be in English and Chinese.  The proposed rules no longer contain any reference to the circumstances under which the Chinese translation of a circular may not be necessary. 

27. Contents of press announcement – general requirements: proposed rule 14A.36 would explicitly require press announcements for connected transactions to contain information of notifiable transaction under proposed chapter 14.  In addition, it should also contain details of the relevant connection; a statement that the transaction is subject to shareholder approval (if applicable); the views of independent directors on the transaction (if no voting is required to approve the transaction); and the original purchase cost to the connected person of an asset acquired from such person by a listed issuer.

28. Guaranteed profits or net assets: proposed rules 14A.37 and 14A.39(9) would require press announcement to be published in respect of a connected person’s guarantee of the profits or asset value of a business or company acquired by a listed issuer from that person. The proposed rules would also require a press notice to be published when the profits or asset value are less than the amounts guaranteed. The press announcement would have to include details of any shortfall in the profits or net asset values and any consequent adjustments to the consideration for the transaction; whether or not the connected person fulfilled his obligations under the guarantee(s); reasons for the listed issuer’s decision regarding any option under the guarantees; the opinion of the independent non-executive directors as to whether or not the connected person fulfilled his obligations under the guarantee(s) and as to whether or not the listed issuer’s decision regarding the exercise of any option under the guarantee(s) is fair and reasonable and in the interests of the shareholders as a whole.

29. Contents of circular – general requirements: proposed rules 14A.38(1), 14A.38(3) and 14A.38(4) would set out the certain general requirements for circulars.

30. Further announcement and circular: Where a notice has been sent to shareholders calling a meeting in respect of a transaction and the transaction subsequently becomes connected, proposed rule 14A.41 would require both further announcement and circular to be made to inform shareholders that the connected person will abstain from voting at the meeting. In addition, the Exchange would reserve the right to require an independent financial adviser and the listed issuer’s independent non-executive directors to opine on the transaction and to comply with other requirements if necessary or appropriate. The current rules only require a further circular to be sent to the shareholders in respect of the transaction.

31. Financial assistance: A new section for financial assistance involving a listed issuer and a connected person is introduced under proposed rules 14A.42 to 14A.45.  The proposed rules intend to categorise financial assistance in accordance with the level of exemption from connected transaction requirements.  The proposed rules would also clarify the criteria under which financial assistance is fully or partially exempt from the connected transaction requirements.

32.
Options: A new section is intended to be introduced under proposed rules 14A.46 to 14A.50 on the same basis as that in proposed chapter 14 in respect of options involving a listed issuer and a connected person.  The proposed rules seek to clarify the Exchange’s treatment of these connected transactions in respect of the requirements under chapter 14A.
1.4
Summary of proposed chapter 17 - Share schemes

1. 
Application of chapter 17: proposed rule 17.01(1) would explicitly provide that the provisions of chapter 17 cover all schemes of a listed issuer or any of its subsidiaries involving the grant of options over shares or other securities of the listed issuer or any of its subsidiaries to its/their employees.  In addition, any arrangement which, in the opinion of the Exchange, is analogous to a share scheme as described in proposed rule 17.01(1) should also be subject to the requirements of chapter 17.
2.
Share schemes involving securities listed on overseas stock exchanges: proposed rule 17.01(2) states that if the shares or securities of the listed issuer or the subsidiary concerned are also listed on an overseas stock exchange and there is a conflict or inconsistency between the requirements of the listing rules of the Exchange and those of the other stock exchange, the more onerous requirements shall prevail.

3.
“Associates” of participants: proposed rule 17.02(1) explains that “associate” for the purposes of chapter 17 shall have the meaning ascribed to it in rule 1.01 of chapter 1 in relation to any director, chief executive or substantial shareholder (being an individual).  The proposed rule would require, not only the participants of a share scheme, but also their associates, to abstain from voting on the resolution to approve the scheme.

4. 
Participants: proposed rule 17.03(1) would require participants of a share scheme of a listed issuer (or any of its subsidiaries) to be in the full-time employment of the listed issuer (or the subsidiary) and/or its subsidiaries when the options are granted.  Participants do not include employees of associated companies of the listed issuer and the relevant section under current rule 17.01 is proposed to be deleted. 
5. 
Limit on share options: current rule 17.02(2) restricts the number of securities subject to share schemes to 10% of the relevant class of securities in issue from time to time and such 10% limit applies for an indefinite period.  It is proposed that the relevant percentage limit should apply over a definite period - the existing rules envisage schemes with a 10 year life span.  Proposed rule 17.03(2) would therefore adopt the approach with a 10% limit for a period of 10 consecutive years.  In addition, proposed rule 17.03(2) would clarify the Exchange’s treatment of options granted pursuant to share schemes for the purpose of calculating the 10% limit.

6.
Length of option period: proposed rule 17.03(4) would require that any option period must be not less than 3 years nor more than 10 years from the date of grant.

7.
Exercise price: current rule 17.02(5) requires the exercise price to be at least 80% of the average closing price of securities for 5 business days immediately preceding the date of grant.  Proposed rule 17.03(6) would require the exercise price to be not less than the higher of (i) the closing price of the securities on the date of grant, and (ii) the average closing price of the securities for the 5 business days immediately preceding the date of grant.

8.
Restriction on time of grant of options: proposed rule 17.03(9) would prohibit the granting of options during any time that there is unpublished price-sensitive information.

9.
Lapse of options: proposed rule 17.03(10) would provide guidance on circumstances in which option holders cease to be employees and therefore options lapse.  

10.
Administration of share schemes: proposed rule 17.03(11) would require share schemes to be administered by a committee including independent non-executive directors.

11. 
Adjustments of exercise price or number of securities subject to options in the event of variation of capital: under current rule 17.04(2), such adjustments should give a participant the same proportion of the equity capital as that to which that person was previously entitled.  Proposed rule 17.03(12) would further require that no such adjustments shall be made to the extent that a share would be issued at less than its nominal value. Proposed rule 17.03(13) would state that for adjustments, other than those made on a capitalisation issue, an independent financial adviser or the issuer’s auditors must confirm that the adjustments satisfy these requirements.

12.
Cancellation of options: proposed rule 17.03(14) would set out the requirements for cancellation and re-issue of outstanding options.  These would include disclosure of specified information, obtaining the opinion of an independent financial adviser and obtaining independent shareholders’ approval.

13.
Termination of share scheme: proposed rule 17.03(16) would set out the requirements for termination of a share scheme prior to the end of its life.

14. 
Share scheme adopted by an unlisted subsidiary: proposed rule 17.04 would set out the requirements applicable to share schemes involving unlisted securities, which would include the eligibility of participants and the basis for setting the exercise price.  Proposed rule 17.05 would further explain the treatment of any such share schemes adopted before the unlisted subsidiary applies for the listing of its securities on the Exchange.

15.  
Notification requirements: proposed rule 17.07 would set out the information to be provided to the Exchange when options are granted, exercised, cancelled and/or re-issued. 

16.
Disclosure in annual report: proposed rule 17.08 would require specific disclosure of the participants’ interests in share options in the annual report of the listed issuer.

17. 
Documents to participants: proposed rule 17.09 would require a listed issuer to provide a copy of the scheme document and all details relating to subsequent changes of the terms of the scheme to all participants of the scheme.

18.
Transitional provisions: proposed rule 17.10 would set out the transitional arrangements for existing schemes which were approved on or before implementation date of the revised chapter 17.

19.
Alternative proposal: the Exchange seeks the market’s views as to whether shareholders’ approval would be sufficient for share schemes provided that connected persons do not participate in the schemes, and whether there is any need to have specific restrictions on share schemes in this situation.
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