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Listing Decision on Waiver of Connected Transaction Requirements

Quick Read

Hong Kong Exchanges and Clearing Limited (HKEx) 
published its listing decision “HKEx-LD16-2011” on 
29 July 2011 pursuant to which it decided to waive 
certain connected transaction requirements in 
relation to the possible issue of new A shares by a 
dual-listed company (Listco X) to its connected 
persons under a proposed public offer in Mainland 
China.

Background 

Listco X was a company whose H shares were listed 
on The Stock Exchange of Hong Kong Limited 
(SEHK) and whose A shares were listed on a 
Mainland China stock exchange. It intended to issue 
new A shares (New Issue) through a public offer in 
Mainland China. 

Pursuant to the proposed New Issue, the existing 
A-share holders of Listco X would be given 
preferential rights to subscribe for the new A Shares 
on a pro rata basis. If any A-share holders did not 
exercise such rights, the new A Shares not taken up 
(Excess Shares) would then be offered to the public 
by online subscription through the Mainland China 
stock exchange system and offline placement.

It was anticipated that the new A shares would 
represent around 15% of Listco X’s existing issued 
share capital and the issue price of the new A shares 

would be determined with reference to the prevailing 
market price of the existing A shares listed on the 
Mainland China stock exchange at the relevant time. 
The proceeds from the New Issue would be used for 
general working capital of Listco X.

Under the articles of association of Listco X and Rule 
19A.38 of the Rules Governing the Listing of 
Securities on SEHK (Listing Rules), the New Issue 
would require approvals by (i) shareholders at a 
general meeting and (ii) A-share holders and H-share 
holders at separate class meetings. It would also 
require approvals of the relevant Mainland China 
regulatory authorities.

Listco X did not have any controlling shareholder 
and had a wide spread of shareholder base. As some 
connected persons were A-share holders (PRC 
Connected Persons), they would be entitled to 
subscribe for the new A shares on a pro rata basis. 
They might also be entitled to apply for the Excess 
Shares if available.

Having said that, any subscriptions of the new A 
shares by the PRC Connected Persons would be 
subject to the same terms and conditions as those 
available to the other A-share holders or independent 
investors. The Excess Shares, if any, would be 
allocated on a fair and equal basis and in compliance 
with the relevant Mainland China requirements. No 
preferential treatment would be given to the PRC 
Connected Persons.
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Relevant Listing Rules 

Rule 14A.31 (3)(a) of the Listing Rules states that 
where a listed issuer issues new securities to a 
connected person and the connected person receives 
a pro rata entitlement to securities in its capacity as 
shareholder, such transaction will be exempt from all 
the reporting, announcement and independent 
shareholders’ approval requirements under Chapter 
14A of the Listing Rules (i.e. Connected 
Transactions).  

Issues

Listco X clarified with SEHK on whether the 
subscriptions of the new A shares by the PRC 
Connected Persons would fall within the exemption 
under Rule 14A.31(3)(a).

If the reply was negative, Listco X would seek a 
waiver from the connected transaction requirements 
to seek independent shareholders’ approval of, and to 
include an opinion from the independent board 
committee and the independent financial advisers 
on, the possible issue of new A shares to the PRC 
Connected Persons under the proposed New Issue 
(Requirements). 

SEHK Decision 

After consideration, SEHK decided that the 
exemption under Rule 14A.31(3)(a) did not apply as 
the existing H-share holders of Listco X would not be 
granted the  pro rata entitlements to the new A 
shares.

However, SEHK agreed to waive the Requirements 
based on the following factors:

• The proposed New Issue must comply with the 
relevant Mainland China law and regulations.

• Any issue of the new A shares to the PRC 

Connected Persons would be made on the same 
terms and conditions as the other A-share holders 
or independent investors and there would not be 
any preferential treatment to the PRC Connected 
Persons.

• As Listco X had a wide spread of shareholder 
base, most of the new A shares would be offered 
to existing A-share holders who were not 
connected persons of Listco X. The offer was 
not made with an intention to give preferential 
benefits to the PRC Connected Persons.

• The proposed New Issue would require approval 
of the H-share holders of Listco X at a separate 
class meeting. Accordingly, the H-share holders 
could veto the proposed New Issue and their 
rights would be protected.

 
Copies of the listing decision can be downloaded via 
the link below:

http://www.hkex.com.hk/eng/rulesreg/listrules/
listdec/Documents/ld16-2011.pdf
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