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Hong Kong Imposes New Restrictions on Capital Raisings by Listed

Companies

The Stock Exchange of Hong Kong Limited (“HKSE”) ¢ restriction on placing of warrants or convertible

recently released the “Consultation Conclusions on securities under general mandate; and

Capital Raisings by Listed Issuers” and announced ¢ prohibition of subdivision or bonus issue of shares

corresponding changes to Listing Rules. The changes, if the share price after adjustment is less than

which will become effective on 3 July 2018, include: HK$1.

 prohibition of capital raisings that would resultin  The consultation paper was released last September
“value dilution” of 25% or more; (see our Legal Update on 26 September 2017). Below

» removal of underwriting requirement for rights are highlights of the Listing Rules requirements on
issues and open offers; capital raisings after the changes.

« imposition of mandatory minority shareholders’
approval for open offers;

SPECIFIC MANDATE RIGHTS ISSUE OPEN OFFERS
PLACING (1)
Shareholders’ Requires approval of | Requires minority Mandatory minority
approval shareholders in general | shareholders’ approval (2) | shareholders’ approval (2)
meeting. if number of issued shares | for all open offers save for

will increase by more issue under a general

than 50%. mandate. @
Independent N/A Must engage IFA to opine on the terms of the offer if
financial adviser minority shareholders’ approval (2) is required.
(IFA)

Value dilution >25% | Prohibited if the issue would, either individually or aggregated within a
rolling 12-month period, result in a cumulative material value dilution (3)
of 25% or more, save in exceptional circumstances agreeable to HKSE.

Use of proceeds Must disclose in the circular to shareholders and subsequent annual/interim
reports detailed breakdown and description of the proceeds for each issue,
purposes of use (or intended use) and reasons for any material change or delay.
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SPECIFIC MANDATE
PLACING (1)
Underwriting N/A

RIGHTS ISSUE OPEN OFFERS

No longer mandatory. If underwritten, only
independent licensed/regulated persons or controlling/
substantial shareholders could act as underwriters.

The underwriting by controlling/substantial
shareholders will, from the effective date, be regarded
as a connected transaction, which may require
independent shareholders’ approval and appointment

of independent financial adviser. @

Arrangement for N/A
unsubscribed offer
shares

Mandatory. Must adopt either excess application
arrangements (available to all shareholders on fair
basis) or compensatory arrangement (by offering to
independent placees for benefit of renouncees).

For excess application allocation purpose, applications
by controlling shareholders (and their associates) will be
capped at the remainder of the total number of shares
on offer minus their pro-rata entitlement.

Must adopt compensatory arrangement if controlling/

substantial shareholders act as underwriters. @

Note (1) Placing

Under the new Listing Rules, placings of securities

Note (2) Minority Shareholders’ approval

Minority shareholders’ approval means approval by

will be allowed only in the following circumstances: shareholders in general meeting by resolution on

a. where the placing falls within any general
mandate given to the directors of the listed
issuer by the shareholders; or

b. where the placing is specifically authorised by
the shareholders of the listed issuer in general

meeting (“Specific Mandate Placing”).

However, placings of warrants or convertible
securities under general mandate are restricted:

c. no issue of convertible securities for cash

consideration pursuant to a general mandate
is allowed unless the initial conversion price is
not lower than the market price of the shares

at the time of the placing; and

d. no issue of warrants, options or similar rights

which any controlling shareholders and their
associates (or where there are no controlling
shareholders, directors (excluding independent
non-executive directors) and the chief executive and
their respective associates) shall abstain from voting
in favour.

Note (3) Cumulative Value Dilution

Value dilution is referred to as “Theoretical Dilution
Effect” under the new Listing Rules, which takes into
account of both the price discount and offer ratio.
The cumulative value dilution can be calculated by
the following formula (see HKSE - Frequently asked
questions on calculation of value dilution FAQ
No0.026-2018):

to subscribe for (i) any new shares of the issuer €, xY)+(C,xY)+..+(C xY)

or (ii) any securities convertible into new
shares, for cash consideration pursuant to a
general mandate, will be allowed.

Sh+C1+C2+...+Cn
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Sh = Number of issued shares immediately before ~ Contact Us

the 1st offer or placing
C1 = Number of shares to be issued in the 1st offer ~ For enquiries related to this Legal Update, please
contact the following person or your usual contact at

or placing
C2 = Number of shares to be issued in the 2nd our firm.
offer or placing
Cn = Number of shares to be issued in the nth Jeckle Chiu
Partner

offer or placing
Y1 = Price discount of the 1st offer or placing
Y2 = Price discount of the 2nd offer or placing
Yn = Price discount of the nth offer or placing

T: +852 2843 2245
E: jeckle.chiu @mayerbrownjsm.com

For placing of convertible bonds (or warrants), the
theoretical dilution effect should be computed on an
as-converted basis, i.e., applying the initial
conversion price (or the sum of the initial placing
price and the exercise price) and the corresponding
number of conversion shares (or subscription shares)
for the computation.

Mayer Brown JSM is part of Mayer Brown, a global legal services organisation, advising many of the world’s largest companies, including a significant
proportion of the Fortune 100, FTSE 100, CAC 40, DAX, Hang Seng and Nikkei index companies and more than half of the world’s largest banks. Our legal
services include banking and finance; corporate and securities; litigation and dispute resolution; antitrust and competition; employment and benefits;
environmental; financial services regulatory and enforcement; government and global trade; intellectual property; real estate; tax; restructuring,
bankruptcyandinsolvency; private clients, trustsand estates.

OFFICE LOCATIONS  AMERICAS: Charlotte, Chicago, Houston, Los Angeles, Mexico City, New York, Palo Alto, San Francisco, Washington DC
ASIA: Bangkok, Beijing, Hanoi, Ho Chi Minh City, Hong Kong, Shanghai, Singapore, Tokyo
EUROPE: Brussels, Disseldorf, Frankfurt, London, Paris
MIDDLE EAST: Dubai
TAUIL & CHEQUER ADVOGADOS in association with Mayer Brown LLP: Brasilia, Rio de Janeiro, Sdo Paulo

Please visit www.mayerbrownjsm.com for comprehensive contact information for all our offices.

This publication provides information and comments on legal issues and developments of interest to our clients and friends. The foregoing is
intended to provide a general guide to the subject matter and is not intended to provide legal advice or be a substitute for specific advice concerning
individual situations. Readers should seek legal advice before taking any action with respect to the matters discussed herein. Please also read the
Mayer Brown JSM legal publications Disclaimer. A list of the partners of Mayer Brown JSM may be inspected on our website
www.mayerbrownjsm.com or provided to you on request.

Mayer Brown is a global services provider comprising legal practices that are separate entities, including Tauil & Chequer Advogados, a Brazilian law partnership with which Mayer Brown is associated
(collectively the “Mayer Brown Practices”), and affiliated non-legal service providers, which provide consultancy services (the “Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer
Brown Consultanciesare establishedinvariousjurisdictionsand may bealegal personorapartnership. Details of theindividual Mayer Brown Practicesand Mayer Brown Consultancies canbefoundinthe
Legal Noticessection of our website.

“Mayer Brown”and the Mayer Brown logo are the trademarks of Mayer Brown.

©2018 Mayer Brown. All rights reserved.

Attorney Advertising. Prior results do not guarantee asimilar outcome.

0518



