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HOW TO RESPOND TO THIS CONSULTATION PAPER

The Exchange, a wholly-owned subsidiary of HKEX, invites written comments on the
changes proposed in this paper, or comments on related matters that might have an impact
upon the changes proposed in this paper, on or before Wednesday, 19 March 2025.

You can respond by completing the questionnaire which can be accessed via the link and
QR code below:

Link: https://surveys.hkex.com.hk/jfe/form/SV 7Qx1QZHHglOJ3Uy

QR code:

Our submission enquiry number is (852) 2840-3844.

Respondents are reminded that the Exchange will publish responses on a named basis in
the intended consultation conclusions. If you do not wish your name to be disclosed to
members of the public, please state so when responding to this paper. Our policy on
handling personal data is set out in Appendix VI.

Submissions received during the consultation period by Wednesday, 19 March 2025 will
be taken into account before the Exchange decides upon any appropriate further action.
The Exchange will develop a consultation conclusions paper which will be published in due
course.

DISCLAIMER

HKEX and/or its subsidiaries have endeavoured to ensure the accuracy and reliability of the
information provided in this document, but do not guarantee its accuracy and reliability and
accept no liability (whether in tort or contract or otherwise) for any loss or damage arising from
any inaccuracy or omission or from any decision, action or non-action based on or in reliance
upon information contained in this document.


https://surveys.hkex.com.hk/jfe/form/SV_7Qx1QZHHgIOJ3Uy

EXECUTIVE SUMMARY

Purpose

1.

This Consultation Paper seeks market feedback on its regulatory framework relating to
IPO price discovery and open market requirements.

Background

2.

We have received feedback that certain requirements in our regulatory framework
relating to the IPO price discovery process and open market requirements should be
improved upon to enhance the competitiveness of the Hong Kong listed securities
market.

The Exchange’s proposals represent a holistic reform of its regulatory framework
relating to the IPO price discovery process and open market requirements, ensuring its
listing mechanism remains attractive and competitive for existing and prospective
issuers. In particular, the Exchange proposes to:

(a) Optimise the price discovery process for IPOs to increase the participation of “price
setting” investors, thereby reducing the likelihood of the final offer price being set
at a large disparity to the actual trading price when dealings in those shares
commence.

(b) Review open market requirements, ensuring issuers will have sufficient shares in
public hands that are available for trading at listing, whilst relaxing certain
percentage thresholds which would imply a bar that may be too high in absolute
dollar value.

From September to November 2024, the Exchange conducted preliminary discussions
with a broad range of stakeholders, including representatives from investment banks,
public institutional investors, private equity firms, retail brokers, and both prospective
and already listed issuers. The proposals set out in this paper have taken into account
the key views and comments made by these stakeholders in those preliminary
discussions.



Current Requirements and Issues

10.

Open Market Requirements

Public float

Public float refers to the portion of an issuer’s securities that are held in the hands of the
public’.

Calculation of public float

The Exchange currently requires issuers to calculate their public float percentage by
reference to the total number of shares they have in issue (excluding treasury shares).

The Listing Rules also state that shares that are in issue but listed on other regulated
market(s) (e.g. A shares listed on a PRC stock exchange) are counted in the numerator
for the purpose of this calculation, even though they are not fungible with the shares
listed in Hong Kong and so do not contribute towards the formation of an open market
here.

Our current method of calculating the percentage of public float is out of line with
requirements of other international stock exchanges that also regulate an issuer’s
minimum public float as a percentage. These exchanges generally adopt a “class-based
approach” by only taking into account the class of shares that are listed on their
exchanges.

Initial public float

The Exchange’s current initial minimum public float threshold is 25%. The Exchange
may accept a lower initial public float threshold of between 15% and 25% if an applicant
has an initial market capitalisation of over HK$10 billion. Public floats below 15% may
be accepted, on a case-by-case basis, if an applicant has a very large initial market
capitalisation (far above HK$10 billion).

These initial public float thresholds are relatively high compared to those of other
international stock exchanges. The uncertainty arising from the case-by-case waiver
approach may also contribute towards the decision of some applicants to choose an
alternative listing venue.

For this purpose, an issuer’s core connected persons (including its directors, chief executives, substantial
shareholders, and (for a PRC issuer) supervisors, and close associates of any of them), and certain other
parties with arrangements with core connected persons, are not considered to be members of “the public”. See
MB Rule 8.24 (Notes 2 and 3 to GEM Rule 11.23) for the full meaning of “the public”.



11.

12.

13.

14.

15.

16.

17.

Ongoing public float

Currently, after listing, issuers are required to maintain the same public float they had at
listing, irrespective of whether their market capitalisation rises or falls over time. Some
other international stock exchanges apply less stringent ongoing public floats than those
they require at initial listing.

A listed issuer may be discouraged from conducting certain corporate transactions (e.g.
share repurchases) if doing so would result in a breach of the Listing Rules (where its
public float percentage falls below 25%?2), even if the transaction may be beneficial to
the issuer and its shareholders. A public float shortfall could also arise purely from an
acquisition of securities by an independent third party, if that third party became a
substantial shareholder as a result.

The Exchange will suspend trading in an issuer’s shares if its public float percentage
falls below 15%3. This deprives shareholders of their ability to trade when an open
market may still exist in the securities.

Free float

Free float refers to the portion of an issuer’s shares that are not subject to any disposal
restrictions (“lock-ups”).

Upon an issuer’s listing, some of its shareholders may be subject to restrictions on the
disposal of the shares they hold, including those under applicable laws and regulations,
as well as contractual lock-ups.

Although an issuer is required to meet minimum initial public float thresholds at the time
of listing, currently the Exchange does not impose any requirement that a portion of
these shares be free from lock-up®. If a substantial portion of the shares counted in the
public float are held by persons subject to disposal restrictions, they would be
unavailable for trading for a period of time after listing, which may negatively affect the
establishment of an active trading market following listing.

Some international stock exchanges impose a free float requirement, as part of their
public float requirement, to ensure sufficient liquidity in trading an issuer’s shares upon
listing.

Or a lower percentage of between 15% and 25% for an issuer with an initial market capitalisation of over HK$10
billion.

Or 10% for an issuer that has been granted a lower public float percentage at listing.

This is except for free float related requirements that are imposed on Biotech Companies (MB Rule 18A.07)
and Specialist Technology Companies (MB Rule 18C.10).



A+H issuers

18. PRC issuers® (and issuers with other share class(es) listed overseas®) must ensure that
they list at least 15% of the total number of their issued shares on the Exchange. In
practice, this requirement is most relevant to A+H issuers’, which normally need to rely
on a Hong Kong IPO (of H shares) to meet this requirement?®.

19. This percentage can represent a very large amount, by dollar value, for issuers with very
large total market capitalisations. These issuers may have no immediate need to raise
such a large amount of funds and a smaller offer size may better suit their commercial
requirements.

IPO Offering Mechanism

20. Box 1 below provides an overview of Hong Kong’'s IPO offering mechanism and the
process of price discovery.

Box 1: Overview of Hong Kong’s IPO offering mechanism

In Hong Kong, IPO shares are usually offered in “tranches” as set out in the table below:

Placing Tranche

Cornerstone placing tranche®  Shares placed with “cornerstone investors” (chosen by
the new applicant) who commit to participate in the IPO
at the final offer price (yet to be determined), for a pre-
agreed total investment amount, and have their identity
information disclosed in the prospectus. They receive
guaranteed allocation of shares in return for their
commitment to the IPO.

Bookbuilding placing Shares placed with investors following a “bookbuilding”
tranche™ process, during which they place orders (including

5 These are “PRC issuers” as defined under the Listing Rules (MB Rule 19A.04; GEM Rule 1.01), which refer to
issuers duly incorporated in Mainland China as joint stock limited companies.

These are issuers with, apart from the class of shares for which listing is sought on the Exchange, one class of
shares or more that are listed on other regulated market(s).

7 These are PRC issuers with domestic shares listed on any PRC stock exchanges (i.e. A shares) at the time of
listing on the Exchange.

8 For A+H issuers, their A shares and H shares are traded on separate exchanges and not fungible.

For the avoidance of doubt, both the cornerstone placing tranche and the bookbuilding placing tranche involve
bookbuilding and placing activities as prescribed under paragraph 21.1.1 of the SFC Code of Conduct and are
therefore governed by paragraph 21 of the SFC Code of Conduct (see paragraph 217).

10 1bid.



expressions of interests) as to the number of shares
they wish to subscribe for and the price at which they
are willing to pay for them, with no commitment to
doing so until the final offer price is determined.

Public Subscription Shares allocated to any investors (not chosen by the

Tranche issuer) who have applied for them in the offer period.
Allocation is normally in proportion to the number of
shares applied for. By submitting an application, the
investors commit to pay at the (yet to be determined)
final offer price.

IPO price discovery process

In a typical IPO on the Exchange, an indicative price range would be included in the issuer’s
prospectus. The final offer price is fixed by agreement between the overall coordinator(s)
and the issuer after actual market demand for the offer shares under the placing tranche
(through bookbuilding) and the public subscription tranche is determined.

Cornerstone investors can negotiate the top of the offer price range that is initially shown
on the IPO prospectus, as this is the highest price they commit to pay to purchase the IPO
shares.

Bookbuilding placing tranche investors indicate the price they are willing to pay and the
amount of shares they are willing to subscribe to facilitate the determination of the final offer
price. They are therefore key “price setters” in an IPO.

Public subscription tranche investors do not have negotiation power in the pricing process
and are regarded as “price takers” in an IPO. They must purchase the number of shares
that are allocated to them, regardless of the level of the final offer price (i.e. even if that price
is at the top of the offer price range).

Regulatory lock-up on cornerstone investment

21. IPO securities placed to cornerstone investors are subject to a six-month lock-up period
from the listing date. A cornerstone investor cannot dispose of these securities during
this period.

22. During the lock-up period, shares held by cornerstone investors do not contribute to an
open market. Also, there may be downward pressure on an issuer’s share price as the
end of the lock-up approaches, as other investors anticipate that some cornerstone
investors will seek to dispose of their shares immediately upon the lock-up expiry.

Bookbuilding placing tranche

23. The Exchange does not impose any minimum percentage of IPO shares that must be
allocated to the bookbuilding placing tranche. This means that it is possible for the
bookbuilding placing tranche to be relatively small and so may not contribute effectively
to the determination of the final IPO price.



24.

25.

26.

27.

28.

29.

Public subscription tranche

The Exchange currently requires an issuer to allocate a minimum percentage of its IPO
shares to the public subscription tranche. Also, an issuer must switch the allocation of
IPO shares from the placing tranche to the public subscription tranche if there is
significant excess demand under the public subscription tranche ' (the “clawback
mechanism”).

Most other international stock exchanges do not prescribe any minimum allocation
requirement for a public subscription tranche and do not impose any mandatory
clawback mechanism requirement.

The minimum allocation to the public subscription tranche requirement, together with the
clawback mechanism, reduces the proportion of shares that can be allocated to
investors in the bookbuilding placing tranche who, as mentioned above, are key “price
setters” of the final offer price (see Box 1). In these circumstances, the issuer may be
able to set a high final IPO price that would not have been acceptable to sufficient
investors in the bookbuilding placing tranche at its original size. This results in a greater
risk of poor share price performance after listing.

Pricing Flexibility Mechanism

After setting an indicative offer price (or offer price range) for an IPO in the published
prospectus, a new applicant is permitted, under the Existing Pricing Flexibility
Mechanism, to set the final offer price at not more than 10% below the indicative offer
price (or bottom end of the offer price range), before listing, without delaying its listing or
publishing a supplemental prospectus.

However, to price an IPO above the indicative offer price (or offer price range), a new
applicant is still required to publish a supplemental prospectus and delay its listing
timetable.

The Exchange did not introduce any upward pricing flexibility under the Existing Pricing
Flexibility Mechanism because, before the launch of FINI'?, it was mandatory for
investors under the public subscription tranche to fund the maximum offer price plus
fees at the time of application, and there was no system in place for these investors to
make subsequent adjustments to pay a higher final offer price. Since the launch of FINI,
however, public offer subscription monies are now settled only after pricing and balloting
(see paragraph 292).

Proposals

30.

Table 1 below summarises our key proposals to address the issues identified above.

" This is even if there is also significant demand under the placing tranche.

2 A digitalised IPO settlement platform launched in November 2023 to shorten the time between the pricing of an

IPO and the trading of shares from five business days (T+5) to two business days (T+2).

-10 -



Table 1: Summary of key proposals

Subject (Section Reference

in Chapter 1)

Key Proposal

I. Open Market Requirements

Calculation of public float

We propose to clarify the basis for calculating public floats.

Basis for calculation of public
float percentage
(Section 1.A.1)

Determine public float percentage normally by reference to
the total number of securities of that class only.

In the case of a PRC issuer with other shares in the class
to which H shares belong (e.g. A shares or unlisted shares),
only the H shares held by the public would be included in
the numerator in calculating an issuer’s public float
percentage. A shares or unlisted shares (as the case may
be) would, however, be included in the denominator.

Initial public float

We propose to bring our minimum public float at listing requirements more closely
in line with those of other international stock exchanges.

Initial public float thresholds
(Section 1.B.1)

Tiered initial public float thresholds (ranging between 5%
and 25%) of the relevant class of securities new to listing?,
except for A+H issuers (and other prescribed types of
issuers™), for whom bespoke initial public float thresholds
apply (see Section I.D.1).

Ongoing public float

We seek feedback on appropriate ongoing public float requirements and the
establishment of an OTC market in Hong Kong.

Ongoing public float
requirements
(Section 1.B.2)

Subject to market feedback on our proposed initial public
float thresholds (see proposals in Section I.B.1 and Section
I.D.1), we seek views on the appropriate ongoing public
float requirements, including whether issuers should be
allowed additional flexibility to maintain a lower public float

3 The tiered threshold applies to a PRC issuer with unlisted shares at the time of listing. As stated above, the
public float percentage in such case is calculated based on H shares in the numerator and the denominator is
based on the total number of issued shares in the relevant class of shares at the time of listing.

4 PRC issuers with other listed shares but not an A+H issuer (i.e. a PRC issuer with other listed shares listed on
overseas regulated market(s)), and issuers with other share class(es) listed overseas.

-11 -



Subject (Section Reference | Key Proposal

in Chapter 1)

level after listing, in view of the issues we have identified
(see paragraphs 12, 13, and 102 to 111)™.

OTC market concept We seek views on whether an OTC market should be

(Section 1.B.2) established in Hong Kong to enable trading in securities
including the shares of issuers that have been delisted for
reasons including a failure to meet ongoing public float
requirements.

Ongoing public float Disclose actual public float percentage in annual reports.
disclosure
(Section 1.B.3)

Free float

We propose to ensure that a certain portion of shares in public hands can be freely
traded upon listing to help provide liquidity.

Initial free float requirement For a new applicant, shares held by the public and not
(Section I.C) subject to disposal restrictions at the time of listing must
either:

e Represent at least 10% of the total number of issued
shares in the class for which listing is sought'®, with an
expected market value of at least HK$50 million; or

e Have an expected market value of at least HK$600
million.

A+H issuers

We propose to reduce the minimum threshold for a relative proportion of shares A+H
issuers (and other prescribed types of issuers) must list in Hong Kong (H shares in
the case of a PRC issuer), whilst ensuring this amount is large enough to attract a
“critical mass” of investor interest and form a sufficient public float.

Initial minimum percentage For a new applicant that is a PRC issuer with other listed
and market value of shares shares (such as an A+H issuer), the H shares for which
(Section 1.D.1) listing is sought on the Exchange must either:

5 Subject to the feedback on our initial public float proposals, we would seek market feedback on detailed ongoing
public float proposals in a subsequent consultation. Changes to both initial and ongoing public flat requirements
would be implemented together, as one package, and only after that subsequent consultation had concluded.

6 In the case of a new applicant that is a PRC issuer with other listed shares, the “class for which listing is sought”
will be modified to mean H shares. In the case of a new applicant that is a PRC issuer with unlisted shares, the
percentage is calculated based on H shares in the numerator and issued shares in the class to which H shares
belong in the denominator at the time of listing.

-12 -



Subject (Section Reference | Key Proposal

in Chapter 1)

o Represent at least 10% of the total number of shares in
the class to which H shares belong (excluding treasury
shares); or

e Have an expected market value of at least HK$3 billion
at the time of listing.

For a new applicant that is an issuer with other share
class(es) listed overseas, the class of shares for which
listing is sought on the Exchange must either:

e Represent at least 10% of the total number of issued
shares (excluding treasury shares); or

e Have an expected market value of at least HK$3 billion
at the time of listing.

The minimum initial public float thresholds for these new
applicants would be the same as the thresholds set out
above.

Il. PO Offering Mechanism

Regulatory lock-up on cornerstone investment

We seek market feedback on retaining or “staggering” the existing lock-up.

Regulatory lock-up on Consult on either:
cornerstone investment

, (A) Retaining the current six-month lock-up period; or
(Section 11.A)

(B) Allowing staggered lock-up releases (50% after three
months from listing, and the remaining 50% after six
months from listing).

Placing tranche

We propose to ensure that every IPO is priced by reference to a robust bookbuilding
mechanism by requiring that an issuer allocate at least half of its offer shares to the
bookbuilding placing tranche; and remove the minimum shareholder spread
requirement under the placing tranche.

Allocation to the placing Minimum 50% allocation (of shares initially on offer) to
tranche bookbuilding placing tranche (except for Specialist
(Section 11.B) Technology Companies); and

Remove the requirements that there must be: (a) not fewer
than three holders to each HK$1 million is placed; and (b)
a minimum of 100 holders in an IPO placing tranche.

-13 -



Subject (Section Reference | Key Proposal

in Chapter 1)

Public subscription tranche

We propose to preserve the right of public investors to an allocation of IPO shares
whilst bringing our requirements more closely in line with those of other international
stock exchanges by limiting the extent of these allocations to minimise the risk of
mispricing.

Allocation to the public Require applicants to adopt either:
subscription tranche

_ Mechanism A: Mandatory initial allocation of 5% of the offer
(Section I1.C)

shares to the public subscription tranche, and mandatory
clawback mechanism that increases the allocation to up to
20%; or

Mechanism B: Minimum initial allocation of 10% of the offer
shares to the public subscription tranche without clawback
mechanism (not available to Specialist Technology
Companies).

lll. Pricing Flexibility Mechanism

We propose to improve our competitiveness by allowing new applicants to set the
final IPO price at above the indicative offer price range without delaying their IPO
timetables.

Pricing Flexibility Mechanism  Permit upward pricing flexibility of up to 10% above top of
(Section IlI) offer price range; and

Consult on either:

(A) Retaining the current requirement that the top of the
initial offer price range must be set at not more than
30% of the bottom of that range; or

(B) Amending the current requirement to require the top of
the initial offer price range to be set at not more than
20% of the bottom of that range.

31. Our proposed Listing Rule amendments are set out in Appendices | and Il to this paper.
Mapping tables setting out our proposals and the corresponding references to the Listing
Rules are included in Appendix Il to this paper.

Request for Comment
32. We invite public comments on our proposals. Responses to this Consultation Paper and

any other comments on related matters that may have an impact upon the changes
proposed in this paper should be submitted to us by Wednesday, 19 March 2025.

-14 -



Next Steps
33. After reviewing all responses and comments, the Exchange will develop consultation

conclusions and final amendments to the Listing Rules. Revisions reflecting comments
will be incorporated in the draft amendments to the Listing Rules.

-15-



CHAPTER 1: KEY PROPOSALS

AA1

34.

35.

36.

37.

Open Market Requirements
Calculation of Public Float

Basis for Calculation of Public Float Percentage

Background

A “public float” is the portion of an issuer’s listed shares in the hands of the public. An
issuer's core connected persons (including its directors, controlling shareholders,
substantial shareholders, and (for a PRC issuer) supervisors, and close associates of
any of them), and certain other parties with arrangements with core connected persons,
are not considered to be members of “the public”’ (see Section |.A.2 for the definition of
“the public” under the Listing Rules).

The purpose of the public float requirement is to facilitate an “open market” in the trading
of listed securities in Hong Kong by:

(a) ensuring that there are shares to be traded between shareholders who are not
core connected persons; and

(b) reducing the possibility of market manipulation and excessive share price volatility
driven by the vested interests of core connected persons.

At the time of an IPO, the satisfaction of a public float threshold also serves as an
indicator of the level of public interest in the issuer’s shares®,

Current requirements
Minimum prescribed percentage of public float

The minimum percentage of public float is currently expressed as a percentage of an
issuer’s total number of issued shares™, i.e. the numerator comprises its shares held by
the public and the denominator comprises the total number of its issued shares
(excluding treasury shares).

7" The meaning of “the public” is set out in MB Rule 8.24 (Notes 2 and 3 to GEM Rule 11.23).

8 HKEX (January 2008), Combined Consultation Paper on Proposed Changes to the Listing Rules, paragraph
5.1.

19 MB Rule 8.08(1) (GEM Rule 11.23(7)).

-16 -
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38.

39.

40.

41.

42.

PRC issuers

A PRC issuer normally has, apart from H shares, other shares (such as A shares or
unlisted shares) which are typically in the same class as its H shares?. For the purpose
of the calculation of public float:

(@) where a PRC issuer has other listed shares (e.g. A shares listed on a PRC stock
exchange), those shares are included in both the numerator and the denominator
of the public float calculation?'; and

(b) where those other shares are not listed on any regulated market (i.e. unlisted
shares), those shares are included in the denominator only.

A PRC issuer’s H shares are counted for the purpose of the calculation of public float in
both the numerator and the denominator??. This includes any H shares converted from
unlisted shares, upon listing, under the H share full circulation programme, as approved
by the CSRCZ,

Minimum market value in public hands for new applicants

In addition to the percentage-based requirements above, the expected market value at
the time of listing of the securities of a new applicant that are held by the public must be
at least HK$125 million (GEM: HK$45 million)?*.

Issues

Existing requirement counts shares that do not contribute to an open market in
Hong Kong

Shares that do not contribute to an open market in Hong Kong are currently counted for
the purpose of calculating the public float requirement.

In particular, A shares listed on a PRC stock exchange are not fungible with the H shares
listed on the Exchange (i.e. A shares cannot be converted into H shares). This means

20

21

22

23

24

The share capital of a PRC issuer listed on the Exchange typically consists of H shares and domestic shares
(listed or unlisted), that are both ordinary shares and are considered as one class of shares under relevant PRC
laws and regulations, having the same substantive rights such as voting, dividend and asset distribution on
liquidation.

MB Rule 19A.13A (GEM Rule 25.07A).

MB Rule 8.08 (GEM Rule 11.23). In the case of a PRC issuer, “securities for which listing is sought” mean H
shares (for which listing is sought).

Where a PRC issuer that has unlisted shares (e.g. domestic shares or foreign shares), those shares can only
be listed and circulated on the Exchange under the H share full circulation programme (subject to approval by
the CSRC). See CSRC (November 2019), Guidelines on Applying for “Full Circulation” of Unlisted Domestic

Shares of H-share Listed Companies (H B ATHEA KR LM BB ZRE"WHIE5]) (Simplified Chinese

version only), Article 5. For the purpose of calculation of public float, only those shares which have been
converted (and not those that are eligible to be converted) are counted.

MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).

-17 -
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43.

44,

45.

46.

47.

48.

A shares are not available for trading in Hong Kong and do not contribute to an open
market in trading here. However, they are still counted when calculating an issuer’s
public float (see paragraph 38(a)).

Comparison with international requirements

Some international stock exchanges also regulate an issuer's public float as a
percentage®. However, most do so by reference to the class of securities for which
listing is sought or the class that is listed, rather than the issuer’s total number of issued
shares (see Table 17 in Appendix IV to this paper).

Proposals
Basis for calculation of the minimum prescribed percentage of public float

We propose that the public float percentage of securities new to listing be calculated,
normally, by reference to the total number of securities of that class only.

In the case of a PRC issuer, the numerator of its public float percentage would be
calculated by reference to its H shares only. Any other shares it has in issue (listed or
unlisted, as the case may be) that are in the class to which H shares belong would only
be included in the denominator.

In the case of an issuer with other share class(es) listed overseas, we propose to
continue to calculate its public float at listing as a percentage of the issuer’s total number
of issued shares (of all classes). However, only shares of the class for which listing is
sought in Hong Kong will count towards meeting minimum public float thresholds (i.e. in
the numerator).

Basis for calculation of the minimum market value in public hands for new
applicants

We propose to clarify the minimum market value in public hands requirement? (see
paragraph 40) by modifying it to state that the expected market value of the securities
of a new applicant for which listing is sought, that are held by the public, must be at least
HK$125 million (GEM: HK$45 million), at the time of listing.

Implementation subject to consultation on corresponding ongoing public float
requirements

The implementation date of the above proposals would be subject to the outcome of a
further consultation on the ongoing public float requirements as set out in Section 1.B.2
of this Chapter (see paragraph 117).

25

26

For the purpose of this paper, the Exchange conducted comparison of the relevant requirements with ASX,
LSE, SGX and NYSE and Nasdag. It is noted that ASX, LSE and SGX prescribe public float requirement as a
percentage of share capital similar to that of Hong Kong, while NYSE and Nasdaq prescribe public float based
on the minimum number of shares held by the public as well as the market value of those shares.

MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).
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49.

50.

51.

52.

53.

54.

55.

56.

Rationale
Counting shares that contribute to an open market in Hong Kong

Our proposal will ensure that only securities that contribute towards an open market in
trading on the Exchange are included in the numerator for the calculation of the public
float.

Our proposal will also bring the Exchange’s requirement more closely in line with those
of other international stock exchanges (see paragraph 43 above).

In the case of PRC issuers, the denominator for the calculation of the public float takes
into account shares in the class to which H shares belong, even if some of those shares
may not be available for trading on the Exchange (e.g. A shares or unlisted shares). This
is to ensure that the amount of H shares a PRC issuer seeks to list on the Exchange to
be held by the public represents a meaningful proportion of all the shares it has in issue
that have the same substantive rights as H shares?’.

In the case of a new applicant that is an issuer with other share class(es) listed overseas,
we propose to apply the same initial public float thresholds as a PRC issuer with other
listed shares (see Section 1.D.1), such as an A+H issuer. This is to ensure that the
amount of shares they seek to list in Hong Kong is large enough to attract a “critical
mass” of investor interest. This is consistent with our current approach?,

Minimum market value in public hands for new applicants

The amendment to the minimum market value in public hands (see paragraph 47) is
proposed as a consequential amendment to ensure that the requirement only counts the
securities to be listed on the Exchange, and not other securities.

Impact of our proposal

An illustration of our public float calculations and the applicable thresholds for selected
types of issuers, under current and proposed requirements, is set out in Table 20 (in
Appendix V to this paper).

Issuers with a single class of shares that are not PRC issuers

For these issuers, the basis for determining the public float of the shares listed on the
Exchange will remain the same. This means that overseas listed shares belonging to
the same class (as those listed on the Exchange) that are held by the public would, as
now, be included in the numerator of the public float calculation.

We note that:

27 Applying the public float percentage as a percentage of H shares only may result in a PRC issuer seeking to

list a much smaller proportion of its share capital when compared to issuers incorporated in other jurisdictions.

28 VB Rules 8.08(1)(b) and 19A.13A (GEM Rules 11.23(9) and 25.07A).
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57.

58.

59.

(a) issuers with (or seeking) a listing of their shares on the Exchange and on one or
more overseas stock exchanges normally list the same single class of shares on
all exchanges; and

(b) issuers with depositary receipts or depository shares listed on an overseas stock
exchange (e.g. American depository shares (ADSs) listed on a US stock exchange)
normally list on the Exchange the underlying shares of those depository shares?®.

In such cases, we would, as now, count only the underlying shares (and not the
depositary shares) for the purpose of the public float requirement®.

PRC issuers with a single class of shares and with no other listed shares

The calculation of the public float for a PRC issuer with a single class of shares and with
no other listed shares would stay the same. These issuers would not be impacted by
our proposed changes to the basis for calculation of the public float (i.e. their public float
percentages would continue to be calculated by reference to their H shares in public
hands as a percentage of the total number of issued shares).

A+H issuers

A PRC issuer with A shares listed on a PRC stock exchange would no longer be required
to include A shares held in public hands in the numerator for the purpose of calculating
its public float. The H shares in public hands of the A+H share issuer alone would need
to be sufficient to meet our proposed public float thresholds (see Section 1.D.1).

Issuers with a WVR structure

For issuers with a WVR structure, as a condition for listing, WVRs must be attached to
an unlisted class of the issuer’s equity securities®'. Under our proposal, this unlisted
class of WVR shares would no longer be included in the denominator for the purpose of
calculating the public float of the issuer’s listed shares.

2% For example, with respect to issuers with ADSs listed in the US which are evidenced by American depository

30

31

receipts (ADRs), a US depositary bank would typically hold the ordinary shares underlying the ADSs, and
holders of ADSs (as evidenced by ADRs) would have rights as provided in the deposit agreement. This includes
the right to turn in the ADSs to the depository in exchange for the issuer’s ordinary shares at a pre-agreed ratio.
Under the depository agreement, the depository would agree to pay the holders of ADSs the cash dividends
and other distributions it receives on the ordinary shares, after deducting fees and expenses in accordance with
the terms of the deposit agreement. When such issuers apply for listing in Hong Kong, they typically apply for
listing of the ordinary shares (i.e. the shares underlying the ADSs).

This is because when considering the public float for the shares listed on the Exchange, all shares in issue in
that class (including those being held by the US depository bank in the case of an issuer of ADSs as referred
to in footnote 29) should be taken into account.

MB Rule 8A.08.

-20 -



SPACs

60. SPACs list their SPAC Shares and SPAC Warrants but are prohibited from listing their
Promoter Shares and Promoter Warrants®2. Under our proposal, Promoter Shares and
Promoter Warrants would no longer be included in the denominator for the purpose of
determining the percentage of public float for the SPAC’s listed securities.

Question 1

1.1 Do you agree with our proposal to exclude securities that do not contribute to an open
market in trading in Hong Kong from the calculation of the public float by:

(a) requiring the public float percentage of securities new to listing be calculated
normally by reference to the total number of securities of that class only (as set
out in paragraph 44 of the Consultation Paper)?

(b) inthe case of a PRC issuer with no other listed shares, requiring the numerator
of its public float percentage to be calculated by reference to its H shares only,
such that any shares it has in issue that are in the class to which H shares
belong would only be included in the denominator (as set out in paragraph 45
of the Consultation Paper)?

(c) inthe case of a PRC issuer with other listed shares (e.g. A shares listed on a
PRC stock exchange), requiring the numerator of its public float percentage to
be calculated by reference to its H shares only, such that any other listed shares
it has in issue would only be included in the denominator (as set out in paragraph
45 of the Consultation Paper)?

(d) inthe case of an issuer with other share class(es) listed overseas, requiring the
numerator of its public float percentage at listing to be calculated by reference
to only the shares of the class for which listing is sought in Hong Kong, such
that any shares of other classes it has in issue would only be included in the
denominator (as set out in paragraph 46 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

1.2 Do you agree with our proposal to modify the requirement of MB Rule 8.09(1) (GEM
Rule 11.23(2)(a)) to clarify that the minimum market value in public hands requirement
applies to the securities for which listing is sought (as set out in paragraph 47 of the
Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

%2 MB Rule 18B.25.
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A.2 Meaning of “the Public”

61.

62.

63.

64.

Current requirement

The Listing Rules exclude from the definition of “the public” *3:

(@) any core connected person (CCP) of the issuer;

(b) any person whose acquisition of securities has been financed directly or indirectly
by a CCP;

(c) any person who is accustomed to take instructions from a CCP in relation to the
acquisition, disposal, voting or other disposition of securities of the issuer
registered in his name or otherwise held by him; and

(d) the issuer as the holder of legal or beneficial interests in treasury shares.

A CCP is:

(@) for a company other than a PRC issuer, or any subsidiary of a PRC issuer, a
director, chief executive or substantial shareholder®* of the company or any of its
subsidiaries or a close associate of any of them; and

(b) for a PRC issuer, a director, supervisor, chief executive or substantial shareholder
of the PRC issuer or any of its subsidiaries or close associate of any of them.

Issue

Shares held by a trustee on behalf of specified share scheme participants of a share
scheme of a listed issuer are normally regarded as being in the hands of “the public”?®,
even though most of these shares (especially shares that are yet to be allocated to any
grantees) would be held by the trustee under the instruction of the issuer.

Proposals

We propose to add the following as persons that should be excluded from the definition
of “the public”:

33

34

35

MB Rule 8.24 (Notes 2 and 3 to GEM Rule 11.23).

Defined in MB Rule 1.01 (GEM Rule 1.01) to, in relation to a company, means a person (including a holder of
depositary receipts) who is entitled to exercise, or control the exercise of, 10% or more of the voting power at
any general meeting of the company (excluding voting rights attaching to treasury shares), provided always
that a depositary shall not be a substantial shareholder merely by reason of the fact that it is holding shares of
the issuer for the benefit of the holders of depositary receipts.

This is because such a trustee normally does not fall within the definition of a CCP of the issuer. In some cases,
a trustee may be a CCP of the issuer. One example is if a director of the issuer is one of the beneficiaries under
the trust (e.g. as a scheme participant).

-22 -



65.

66.

67.

68.

(a) any person whose acquisition of shares has been financed directly or indirectly by
the issuer (or CCPs); and

(b) any person who is accustomed to take instructions from the issuer (or CCPs) in
relation to the acquisition, disposal, voting or other disposition of securities of the
issuer registered in his name or otherwise held by him.

By virtue of our proposal, shares held by a trustee on behalf of share scheme
participants of a listed issuer will not be regarded as shares held by the public. However,
we propose that shares held by an independent trustee on behalf of independent
scheme participants (i.e. shares which have been granted to an independent grantee
but unvested under a share scheme)¢ continue to be regarded as shares held in public
hands.

Rationale

The current definition of “the public” excludes any person whose acquisition of securities
has been financed by, or who takes instructions from, a CCP of the issuer (see
paragraphs 61(b) and 61(c)). However, these exclusions do not cover acquisition of
securities financed by, or at the instructions of, the issuer itself.

Shares held by a trustee for a share scheme are generally within the issuer’s control
and so do not contribute to the purpose of the public float. Our proposal helps ensure
that our public float requirement is fit for purpose and is consistent with its regulatory
objective.

Where a share award is granted to a scheme participant but not yet vested (see
paragraph 65), the issuer and/or the trustee may already cease to have full control over,
or rights to, those shares. We believe such shares can be regarded as being held in
public hands if the trustee and the relevant scheme participants are not CCPs of the
issuer.

2.1

2.2

Question 2

Do you agree that we should exclude from the definition of “the public” any person
whose acquisition of securities has been financed by the issuer and any person who
is accustomed to take instructions from the issuer (as set out in paragraph 64 of the
Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
If your answer to Question 2.1 is “yes”, do you agree with our proposal to regard
shares held by an independent trustee which are granted to independent scheme

participants and unvested as shares held in public hands (as set out in paragraph 65
of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

36 |n this context, “independent” means persons who are not CCPs of the issuer.
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B. Public Float Thresholds and Disclosure

B.1 Initial Public Float Thresholds

Current requirements

69. The Listing Rules currently prescribe the minimum public float percentages set out in
Table 2 below.

Table 2: Current initial public float thresholds

Expected market capitalisation Minimum public float as a percentage of

at the time of listing the issuer’s total number of issued shares
(excluding treasury shares)

<HK$10 billion 25%37

>HK$10 billion The Exchange may, at its discretion, accept a
lower percentage of 15% to 25%3%.

70. For a PRC issuer or an issuer with other share class(es) listed overseas, the total
securities of the issuer held by the public (on all regulated market(s) including the
Exchange) at the time of listing must be at least 25% of the issuer’s total number of
issued shares (excluding treasury shares)®.

Issues
Uncertainty for mega cap new applicants

71. Although the current approach allows a lower prescribed percentage of public float of
between 15% and 25% for large cap issuers*’, 15% may still represent an extremely
large amount of publicly held shares (by dollar value) for mega cap issuers. Accordingly,
certain mega cap issuers have applied for, and have been granted, waivers to have an
initial public float of below 15%*".

72. This case-by-case waiver approach means that, when considering listing on the
Exchange, such applicants cannot be certain of the public float we will require. This may
deter mega cap new applicants from listing on the Exchange.

37 MB Rules 8.08(1)(a) (GEM Rules 11.23(7)).

38 MB Rule 8.08(1)(d) (GEM Rule 11.23(10)).

39 MB Rules 8.08(1)(b) and 19A.13A (GEM Rules 11.23(9) and 25.07A).
40 MB Rule 8.08(1)(d) (GEM Rule 11.23(10)).

41 Among all waivers granted by the Exchange to allow initial public float percentages of below 15% between 2020
and 2023, the applicant of the smallest size had a market capitalisation of HK$41.7 billion upon listing.
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Unfairness in marginal cases

73. The current approach may also result in unfairness for new applicants on either side of
the HK$10 billion market capitalisation threshold. For example, an issuer with an initial
market capitalisation of just below HK$10 billion would be required to comply with a
much higher initial public float threshold (both in percentage terms and dollar terms) than
one with an initial market capitalisation of just above HK$10 billion (if the latter were
granted a waiver) as illustrated in Table 3 below.

Table 3: Examples of applicable initial public float thresholds under existing
requirement

Market Minimum Corresponding minimum
Company | capitalisation at the | prescribed public | market value of publicly held
time of listing float percentage shares
A HK$9.9 billion 25% HK$2.5 billion
B HK$10.1 billion 15% HK$1.5 billion

Note. We assume that Company B was approved by the Exchange to comply with a minimum
prescribed public float percentage of 15%.

Existing thresholds are relatively high compared to other international stock
exchanges

74. Other international stock exchanges (ASX, LSE and SGX) also prescribe, at the time of
listing, a minimum public float as a percentage. US exchanges (Nasdag and NYSE),
however, prescribe that a minimum market value of shares be held by the public.

75. Our current initial public float thresholds are relatively high compared to these
exchanges (see Table 4 below for a summary and Table 18 in Appendix IV for the
detailed requirements).

Table 4: Comparison of initial public float requirements on the Exchange and other
international stock exchanges

Stock exchange Public float requirement Meaning of public float

Percentage Number of Shares in | Shares not subject

shares and public to lock-up restriction
market value hands upon listing

SEHK*2 15% to 25%  Market value of v
(depending  HK$125 million
on market (GEM: HK$45
capitalisation) million)

42 MB Rules 8.08(1)(a) and (d) (GEM Rules 11.23(7) and (10)); and MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).
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Stock exchange Public float requirement Meaning of public float

Percentage Number of Shares in Shares not subject
shares and public to lock-up restriction
market value hands upon listing

ASX* 20% - v v
LSE (Main 10% - v v
Market)*4
SGX 12% to 25% - v
(Mainboard)*s (depending

on market

capitalisation)

Nasdaq (Global - 1.25 million v v
Select Market)*6 shares with a

market value of

US$45 million
NYSE* - 1.1 million v

shares with a
market value of
US$40 million

Note. Please note that each stock exchange adopts its own definition of “public float” (sometimes
referred to as “free float”) and these definitions may differ from that of the Exchange. For example, LSE
and SGX exclude shareholders with 5% or more shareholding from the definition of “the public”, while
the corresponding threshold for the Exchange is 10%.

76. Shanghai Stock Exchange and Shenzhen Stock Exchange do not prescribe a public
float requirement at listing directly. Instead, they require issuers to ensure that the
shares on offer represent 25% of the total number of its shares (or 10% if the share
capital is over RMB 400 million)“®.

43 ASX Listing Rule 1.1 (Condition 7).

44 FCA Handbook UK Listing Rule 5.5.2R.

45 SGX Mainboard Rule 210(1)(a).

46 Nasdaq Rules 5315(e)(2) and 5315(f)(2)(C).

47 NYSE Listed Company Manual Section 102.01A.

48 Rules for Listing of Shares on the Shanghai Stock Exchange, Article 3.1.1(3); and Rules for Listing of Shares
on the Shenzhen Stock Exchange, Article 3.1.1(3).
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Uncertainty if the class of equity securities are not shares

77. The Listing Rules do not clearly state whether the public float requirement applies to
new classes of equity securities*® that are not shares (for example, convertible equity
securities, options and warrants)®.

Proposals

78. We propose to replace the existing initial public float thresholds (see paragraph 69) with
tiered initial public float thresholds (as set out in Table 5 below).

Table 5: Proposed initial public float thresholds

Expected market value of
the relevant class of

securities at the time of
listing

A <HK$6 billion

Minimum percentage of such class of
securities to be held in public hands at the time
of listing

25%

B >HK$6 billion to
<HK$30 billion

The higher of: (i) the percentage that would result
in the expected market value of such securities in
public hands to be HK$1.5 billion at the time of
listing; and (ii) 15%

C >HK$30 billion to
<HK$70 billion

The higher of: (i) the percentage that would result
in the expected market value of such securities in
public hands to be HK$4.5 billion at the time of
listing; and (ii) 10%

D >HK$70 billion

The higher of: (i) the percentage that would result
in the expected market value of such securities in
public hands to be HK$7.0 billion at the time of
listing; and (ii) 5%

Note. In the case of a PRC issuer with no other listed shares at the time of listing, the minimum
percentage will be calculated as set out in paragraph 45. The expected market value of the relevant
class of securities means the expected market value of all shares in the class to which H shares belong.

79. We propose that these initial public float thresholds apply to any class of equity securities
new to listing on the Exchange (including shares, convertible equity securities, options,

and warrants), except for:

49 See the definition of “equity securities” in MB Rule 1.01 (GEM Rule 1.01).

5 MB Rule 8.08(1) (GEM Rule 11.23(7)) requires an open market in the securities for which listing is sought, but
the relevant public float percentage requirements are expressed as a percentage of the total number of issued

shares.
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(a) the initial listing of A+H issuers (and other prescribed types of issuers), which
would be subject to bespoke initial public float requirements (as set out in Section
[.D.1 of Chapter 1); and

(b) a bonus issue of a new class of securities subject to satisfaction of certain
conditions (as set out in Section II.A of Chapter 2).

80. The public float would be calculated based on the class of securities, as enlarged by any
issue of securities, upon listing. Only securities that are already in issue at the time of
listing on the Exchange (excluding treasury shares) will be counted for the purpose of
this calculation. Accordingly, shares to be issued after listing (e.g. upon exercise of any
over-allotment option or under any share scheme) will not be counted.

81. We propose to require that all issuers disclose, in their listing documents, the initial public
float threshold that is applicable to the class of securities they seek to list on the
Exchange.

GEM issuers

82. We propose to apply the same tiered initial public float thresholds (as set out in Table 5
above) to GEM issuers.

Implementation subject to consultation on corresponding ongoing public float
requirements

83. The implementation date of the above proposals would be subject to the outcome of a
further consultation on the ongoing public float requirements as set out in Section 1.B.2
of this Chapter (see paragraph 117).

Rationale
Providing listing applicants with greater regulatory certainty

84. The proposal aims to provide greater certainty to listing applicants, particularly mega
cap listing applicants, of the minimum public float that they will be required to meet at
listing and reduce the need for new applicants to apply for a waiver.

The proposed tiered structure
85. Our rationale for the thresholds in each of the four tiers is set out below:

(a) Tier A: the percentage threshold of 25% is the same as the initial public float
threshold currently prescribed. The HK$6 billion market value threshold is to
ensure that the proposed threshold will result in the same minimum public float
value of HK$1.5 billion®' under the current requirement;

51 Under MB Rule 8.08(1)(d) (GEM Rule 11.23(10)), the lowest acceptable minimum prescribed public float
percentage for issuers with an expected market capitalisation at the time of listing of over HK$10 billion is 15%.
This corresponds to a market value of publicly held shares of over HK$1.5 billion.
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(b)

Tier B: both the percentage threshold of 15% and the dollar value threshold of
HK$1.5 billion correspond to the lowest acceptable initial public float threshold
currently applicable to issuers with an expected market capitalisation at the time
of listing of over HK$10 billion (i.e. the current threshold for a public float waiver)®?;
and

Tiers C and D: the introduction of these tiers aim to help ensure that the Exchange
remains an attractive listing venue for large cap and mega cap issuers. The
percentage thresholds of 10% and 5% (for issuers whose class of shares to be
listed have an expected initial market value exceeding HK$30 billion and HK$70
billion, respectively) would better align our public float requirement with those of
other international stock exchanges (see Figure 1).

52 Ibid.
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Figure 1: Comparison of initial public float percentages on the Exchange and other international stock exchanges
< HK$10 billion . > HK$10 billion

35% B Tier B > HK$6 billion to < HK$30 billion ) TierC.
T T e e e P PP ERPERRLOe 4 > HK$30 billion to
< HK$70 billion

RN H TierD

’ . > HK$70 billion
30% ’
25% \\\ \
20% ASX
15%

\ SEHK (current)*
SGX (Mainboard)

10% LSE (Main Market)

5% SEHK (proposed)t

Min % of relevant class of securities to be held in public hands

Nasdaq (Global Select Market)
0% NYSE
0 5 10 20 30 55 90 140

Expected market value at the time of listing (HKD billion)

AXis not to scale

* The Exchange may grant case-by-case waivers to allow public float percentages of below 15%.

T A+H issuers (and other prescribed types of issuers) are subject to bespoke initial public float requirements (as set out in Section I.D.1 of Chapter 1).
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86.

87.

88.

89.

Removing unfairness in marginal cases

The proposed tiers are structured to remove unfairness in the application of initial public
float requirement. We aim to achieve this by setting a “floor”, expressed as the market
value of shares, for each of Tiers B, C and D. For example, the “floor” market value of
shares in public hands for Tier B, HK$1.5 billion, is set at the high end of the initial public
float threshold for Tier A (i.e. 25% of HK$6 billion). This ensures that the initial public
float threshold applicable to an issuer in one of these tiers cannot be lower than that of
its preceding tier.

Scope of application

The proposal clarifies the calculation of initial public float for a class of equity securities
new to listing on the Exchange (including shares, convertible equity securities, options,
and warrants) to address the issue identified above (see paragraph 77).

Please see Section 1.D.1 below (paragraphs 171 and 172) for our rationale for the
bespoke public float threshold for PRC issuers with shares listed on other regulated
market(s), such as A+H issuers and issuers with multiple classes of shares listed
overseas.

Impact of our proposals
GEM issuers

GEM listing applicants normally have a market capitalisation of below HK$500 million at
the time of listing®. This means that the class of shares GEM listing applicants seek to
list on the Exchange will normally fall within Tier A under our proposal, and so will be
subject to an initial public float threshold of 25% (which is the same as the current
threshold). GEM listing applicants with market capitalisation falling within other tiers will
be subject to the corresponding initial public float thresholds as proposed.

3.1

3.2

Question 3

Do you agree that we should replace the current minimum initial public float thresholds
with tiered initial public float thresholds according to the expected market value of the
class of securities for which listing is sought on the Exchange at the time of listing?

Please give reasons for your views and any alternative suggestions.
If your answer to question 3.1 is “yes”, do you agree with the proposed tiered initial
public float thresholds (as set out in in Table 5 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

53 This is because the minimum expected market capitalisation at the time of listing of a Main Board issuer is
HK$500 million pursuant to MB Rule 8.09(2).
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3.3

3.4

3.5

If your answer to question 3.2 is “yes”, do you agree that the proposed tiered initial
public float thresholds should be applied to any class of equity securities new to listing
on the Exchange, except for (a) the initial listing of A+H issuers (and other prescribed
types of issuers); and (b) a bonus issue of a new class of securities (as set out in
paragraph 79 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
If your answer to question 3.1 is yes, do you agree that all issuers disclose, in their

listing documents, the initial public float threshold that is applicable to the class of
securities they seek to list on the Exchange?

Please give reasons for your views and any alternative suggestions.
If your answer to question 3.2 is yes, do you agree that the same tiered initial public

float thresholds (as set out in Table 5 of the Consultation Paper) should be applied to
GEM issuers?

Please give reasons for your views and any alternative suggestions.
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B.

90.

91.

92.

2 Ongoing Public Float Requirements
Current requirements
Ongoing thresholds

The Listing Rules require that at least 25% of an issuer’s total number of issued shares
(excluding treasury shares) must at all times be held by the public®. This requirement
is to help ensure that there is a sufficient number of shares available for trading so that
an open market can exist in the shares listed on the Exchange. The Exchange may
accept a lower ongoing public float percentage of 15% to 25% in the case of issuers with
an expected market capitalisation at the time of listing of over HK$10 billion®. Public
floats below 15% may be accepted, on a case-by-case basis, if an applicant has a very
large initial market capitalisation (far above HK$10 billion).%

Consequence of breach

The Exchange may, at any time, direct a trading halt or suspend dealings in any
securities or cancel the listing of any securities where the Exchange considers there are
insufficient securities in the hands of the public®’.

If the percentage of an issuer’s securities in public hands falls below 25% (or the relevant
minimum prescribed percentages as the case may be) (see paragraph 90):

(a) Restoration: the issuer must take steps to restore the minimum percentage of
securities in public hands at the earliest possible moment®®;

(b) Announcement: the issuer must inform the Exchange immediately and publish an
announcement that the number of listed securities which are in the hands of the
public has fallen below 25% (or the relevant prescribed minimum percentage as
the case may be)®; and

(c) Trading suspension®’: the Exchange will normally require suspension of trading in
an issuer’s securities where the percentage of its public float falls below 15% (or

54

55

56

57

58

59

60

MB Rules 8.08(1)(a) and 13.32(1) (GEM Rules 11.23(7) and 17.36).
MB Rule 8.08(1)(d) (GEM Rule 11.23(10)).

During the period from 2020 to 2023, the Exchange granted public float waivers to 13 mega-cap listing
applicants, allowing them to have a minimum public float percentage ranging from 5% to 13.7%. In certain
circumstances, the Exchange may grant a waiver to allow a public float of below 5%. For example, in 2024, an
A+H issuer was allowed to list with an H share public float percentage of 3.4%.

MB Rule 6.01(2) (GEM Rule 9.04(2)).

MB Rule 13.32(2) (GEM Rule 17.37). In the case of an issuer conducting an offer under the Takeovers Code,
see also MB Rule 14.81 (GEM Rule 19.81).

MB Rule 13.32(1) (GEM Rule 17.36).

Pursuant to MB Rule 13.32(3) (GEM Rule 17.37), the Exchange reserves the right to require suspension of
trading until appropriate steps have been taken to restore the minimum percentage of securities in public hands.
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93.

94.

95.

96.

97.

10% in the case of an issuer that has been granted a lower percentage of public
float at the time of listing)®".

Case statistics

Between January 2017 and September 2024, there were 161 cases where listed issuers
failed to maintain a minimum public float, including: (a) 121 cases involving general
offers, (b) 24 cases involving an inadvertent breach of the public float requirements®?;
and (c) 16 cases (involving 11 issuers) involving hostile acquisitions of shares by
independent investors.

Of the 161 cases, the Exchange suspended trading in 43 cases®3. Subsequently, 40
issuers were able to resume trading after restoring the required minimum public float.
For the remaining cases, one issuer was subsequently delisted upon completion of
privatisation, and two issuers were delisted after the 18-month long suspension limit set
by the Listing Rules.

As of the date of this paper, two issuers had their trading suspended due to failure to
maintain 15% public float, including one case involving a general offer and one case
involving a share redemption by the existing shareholders of a SPAC.

During the period under review (see paragraph 93), the Exchange also exercised its
discretion in two cases, to refrain from suspending trading in an issuer’s shares even
though the issuer’s public float percentage was below the minimum®+.

Offers under the Takeovers Code

An issuer’s public float may fall below the minimum percentage due to its own corporate
actions or as a result of actions by its controlling or other significant shareholder(s). In
offers regulated under the Takeovers Code, offerors are required to provide an
undertaking to the Exchange that they will take appropriate steps to ensure that sufficient
public float exists in the issuer's shares following the offer process®. The offer document

61

62

63

64

65

MB Rule 13.32(3) (GEM Rule 17.37).
For example, connected persons inadvertently acquiring shares.

Between 2017 and September 2024, the Exchange suspended trading in 43 cases, including 35 cases relating
to general offers, seven cases involving hostile acquisitions and one case involving issuance of unlisted shares.
The average suspension period was 4.9 months and the longest lasted 17.7 months. For hostile acquisition
cases, the average time taken for resumption of trading was approximately 5.5 months. The shortest
suspension lasted 0.3 months and the longest lasted 17.7 months (with an exceptional case where suspension
lasted 30.3 months due to an extended resumption deadline).

MB Rule 13.32(4)(a) (Note 6(a) to GEM Rule 11.23). The exemption applies if the issuer can demonstrate that
the substantial shareholder is not its director and is independent of the issuer, its directors, and any of its other
substantial shareholders. In general, the Exchange would expect this flexibility to apply to holdings by
institutional investors with a wide spread of investments.

MB Rule 14.81 (GEM Rule 19.81).
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98.

99.

100.

101.

102.

103.

must also highlight the possibility that dealings in the issuer’s shares may be suspended
if there is a public float shortfall®.

Case statistics

Between 2017 and September 2024, of the 121 cases of public float shortfall involving
general offers, 35 cases resulted in a trading suspension.

Long suspension and delisting

The Exchange may at any time suspend or cancel the listing of any securities to protect
investors or maintain an orderly market®’. The circumstances under which the Exchange
may do so include, among other things, that an issuer fails to maintain sufficient public
float (see paragraph 91).

Without prejudice to its power as stated above (in paragraph 99), the Exchange may
cancel the listing of any securities that have been suspended from trading for a
continuous period of 18 months (GEM: 12 months)®8,

The Exchange received market feedback (to its consultation on GEM listing reforms in
2023) that HKEX should consider launching an over-the-counter (“OTC”) trading
platform serving issuers delisted from the Exchange®®. We concluded, at the time, that
such structural reform would be beyond the remit of our review of GEM’°.

Issues
Current requirements may unduly restrict transactions

Currently, an issuer is restricted from carrying out transactions (e.g. share repurchases)
that would cause its public float percentage to fall below 25% or the applicable
prescribed minimum . This is the case even if the issuer considers: (a) such
transactions would be in the interests of the issuer and its shareholders as a whole; and
(b) the market value of the shares held in public hands is high.

A shortfall in public float can arise purely from an acquisition of securities by a
third party

In some cases, a public float shortfall arose from an acquisition of securities by a person
who was, or after the acquisition became, a substantial shareholder of the issuer (and

6 MB Rule 14.81(3) (GEM Rule 19.81(3))
67 MB Rule 6.01 (GEM Rule 9.04).

68 MB Rule 6.01A(1) (GEM Rule 9.14A(1)).

69 HKEX (December 2023), Consultation Conclusions on GEM Listing Reforms, paragraph 186.

70 HKEX (December 2023), Consultation Conclusions on GEM Listing Reforms, paragraph 203.

7t Anissuer is required to maintain the same minimum percentage of public float at listing (i.e. 25% save for those
which have been granted a public float waiver at listing). This is the case even if its market capitalisation may
have increased to above HK$10 billion (the market capitalisation threshold for an initial public float waiver) after
listing.
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104.

105.

106.

107.

so was no longer a member of “the public” for the purpose of public float calculation). In
some of these cases, it was alleged that the acquisition was made by a third party to
gain leverage in negotiations with the issuer's management.

As stated in paragraphs 93 to 94, between 2017 and September 2024, 16 cases of
public float shortfall (involving 11 issuers) involved hostile acquisitions of shares by
independent investors of which seven cases (involving four issuers) resulted in a trading
suspension’?.

The Listing Rules set out certain circumstances where the Exchange may refrain from
suspending the stock where the public float shortfall arises from a third-party acquisition,
which can be exercised on a case-by-case basis if it is satisfied that there remains an
open market in the securities and if the conditions specified in the relevant rule are
satisfied”®. The case-by-case waiver approach results in regulatory uncertainty for
issuers. Between 2017 and September 2024, the Exchange exercised such discretion
in only two cases.

Public float restoration can be practically difficult and costly

It can be challenging for an issuer to restore its public float, within a short timeframe,
if it falls below the prescribed minimum threshold. Generally, the options available to
restore are: (a) the issuance of new shares by the issuer to independent parties; and (b)
the selling of shares by a core connected person of the issuer (e.g. substantial or
controlling shareholders).

However:

(a) it may not be in the interests of the issuer and its shareholders, as a whole, to
issue new shares when market conditions are poor and/or when the issuer has no
imminent need for cash;

(b) the existing controlling shareholders and/or substantial shareholders may not be
willing to sell their shares, particularly if market conditions are poor and they would
need to sell the shares at a discounted valuation; and

(c) if trading in the issuer’s securities is suspended, any such transactions would be
more difficult and costly, as they would need to be conducted off market and with
no benchmark market price.

72 All of these stocks eventually resumed trading.

73 MB Rule 13.32(4)(a) (Note 6(a) to GEM Rule 11.23). The exemption applies if the issuer can demonstrate that
the substantial shareholder is not its director and is independent of the issuer; its directors; and any of its other
substantial shareholders. In general, the Exchange would expect this flexibility to apply to holdings by
institutional investors with a wide spread of investments

74 Under current requirements, once the issuer becomes aware that the number of listed securities in the hands
of the public has fallen below the relevant prescribed minimum percentage the issuer shall take steps to ensure
compliance at the earliest possible moment (MB Rule 13.32(2) (GEM Rule 17.37)).
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108.

109.

110.

111.

112.

113.

114.

Comparison with international requirements

Some other international stock exchanges (including ASX, Nasdaq (Global Select
Market), NYSE and SGX (Mainboard)) apply ongoing public float thresholds that are
less stringent than those they require at initial listing (see Table 18 in Appendix IV). Only
the LSE (Main Market) adopts the same approach as the Exchange to require issuers
to maintain the same initial public float threshold on an ongoing basis. However, the
threshold it applies is lower than that of the Exchange™.

The Shanghai Stock Exchange and Shenzhen Stock Exchange suspend trading in an
issuer’'s shares if the percentage held by the public represents less than 25% of the
issuer’s total share capital (or 10% if the share capital is over RMB 400 million)”8. These
thresholds are the same as the minimum offer size requirements of these exchanges for
issuers at the time of listing (see paragraph 76).

Suspension of trading deprives shareholders of their ability to trade

Suspension of trading due to breaches of the ongoing public float requirement (see
paragraph 92(c)) deprives shareholders (including minority shareholders) of their ability
to trade out of the position and can hinder an issuer’s (or controlling shareholder’s) ability
to sell shares and restore the public float even if an open market still exists to trade them.

In past cases where the low public float was caused by disagreement between different
groups of shareholders (see paragraph 103), those shareholder groups were often
uncooperative with the issuer's plan to restore its public float. This could lead to
difficulties in resolving the public float issue and prolonged suspension of trading, which
would adversely affect minority shareholders.

Long suspension and delisting

There is no alternative trading platform available in Hong Kong for delisted securities.
Accordingly, long suspension followed by cancellation of listing would normally mean a
loss of exit opportunity for shareholders of the delisted issuer.

Stakeholders have previously suggested that we consider adopting the approach of
other markets (such as the US) to allow the trading of delisted securities on an OTC
platform (sometimes referred to as a “pink sheet” market). They considered that this
would provide a platform for shareholders of a delisted company to trade out of their
positions.

We note that an OTC market is typically characterised by the following features’”:

75 The LSE's initial and ongoing public float thresholds are both 10%, which is lower than that of the Exchange’s
current suspension threshold (see paragraph 77) unless the issuer has been granted a waiver from the public
float requirement for a lower prescribed percentage of public float at the time of listing.

76 Rules for Listing of Shares on the Shanghai Stock Exchange, Articles 8.7 and 15.1(10); and Rules for Listing
of Shares on the Shenzhen Stock Exchange, Articles 8.7 and 15.1(25).

77 Reference is drawn to the US-based OTC Markets Group, one of the most liquid OTC markets globally.
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(a) Target companies: an OTC market may serve, among others, one or more of the
following groups of target companies: (i) micro to small sized companies (which
may not yet be at the stage of development to pursue a listing on a regulated
exchange market); (ii) internationally listed issuers (whose primary listings are in
other jurisdictions); and (iii) issuers delisted (either voluntarily or involuntarily) from
a regulated exchange market.

(b) Investor eligibility: trading of securities quoted on an OTC market may be
conducted between broker-dealers (who are usually licensed market practitioners)
only, or in some cases to allow eligible investors’® to participate in trading; and

(c) Light-touch regulation: an OTC market is often not a regulated exchange, and
companies quoted on an OTC market are generally subject to less regulatory
scrutiny and less stringent requirements, which mean fewer investor safeguards.
They may be required to publish periodic financial statements but are otherwise
subject to few continuing obligations.

Proposals
Ongoing public float requirements

115. If our proposed initial public float thresholds (see proposals in Section |.B.1 and Section
I.D.1) are supported by the market, we seek views on the appropriate ongoing public
float requirements for:

(a) Issuers subject to the initial public float tiers proposed above (see Table 5 in
Section 1.B.1); and

(b) A+H issuers (and other prescribed types of issuers) (see Section [.D.1)
appropriate to the nature of their listings.

116. In view of the issues set out above (in paragraphs 102 to 111), we seek views on:

(a) whether issuers should be allowed the flexibility to maintain a lower public float
level, after listing, than that required at listing; and

(b) whether the existing regulatory approach of suspending trading of issuers with
public float below a prescribed level (see paragraph 92(c)) should be maintained.

117. Subject to the feedback on our initial public float proposals (set out in Sections 1.A.1,
I.B.1 and 1.D.1), we would seek market feedback on detailed ongoing public float
proposals in a subsequent consultation. Changes to both initial and ongoing public float
requirements would be implemented together, as one package, and only after that
subsequent consultation had concluded.

78 These investors are often restricted to those who are deemed to be more experienced and sophisticated due
to higher risks associated with securities quoted on an OTC market.
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Convertible securities or options, warrants or similar rights

118. We propose to apply ongoing public float requirements to shares listed on the Exchange
only, and not to convertible securities or options, warrants or similar rights, as:
(a) the ongoing public float requirements apply to the underlying shares of these
securities; and
(b) the rights under these securities are normally subject to a fixed term by which they
must be exercised or converted. These securities will also reduce in number over
time as security holders exercise their rights to subscribe for, purchase, or convert
those securities into the underlying equity securities, and such exercise is beyond
the issuer’s control. This means there would be practical difficulties for the issuer
to maintain an “open market” in these securities.
Potential OTC market
119. We seek views on whether an OTC market should be established in Hong Kong. We
also seek views on:
(a) the potential benefits and risks of establishing an OTC market;
(b) functions that an OTC market should serve; and
(c) whether such OTC market should be open to retail investors.

Question 4

4.1 If our proposed initial public float thresholds (see proposals in Section 1.B.1 and
Section 1.D.1 of Chapter 1 of the Consultation Paper) are supported by the market,
we seek views on the appropriate ongoing public float requirements for:

(a) Issuers, subject to the initial public float tiers proposed (see Table 5 in Section
[.B.1 of Chapter 1 of the Consultation Paper); and

(b) A+H issuers and other prescribed types of issuers (see Section |.D.1 of Chapter
1 of the Consultation Paper).

Please give reasons for your views and any alternative suggestions.

4.2 Should issuers be allowed the flexibility to maintain a lower public float level, after
listing, than that required at listing, in view of the issues we have described in the
Consultation Paper (see paragraphs 102 to 109 of the Consultation Paper)?

Please give reasons for your views.
4.3 Should the existing regulatory approach of suspending trading of issuers with public

float below a prescribed level (see paragraph 92(c) of the Consultation Paper) be
maintained, in view of the issues we have described in the Consultation Paper (see
paragraphs 110 to 111 of the Consultation Paper)?

Please give reasons for your views.
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4.4

4.5

4.6

Do you agree that ongoing public float requirements should be applied to shares only
(as set out in paragraph 118 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
Do you agree that an OTC market should be established in Hong Kong (as set out in
paragraph 119 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

What are your views on:

(@) the potential benefits and risks of establishing an OTC market;
(b) functions that an OTC market should serve; and

(c) whether such OTC market should be open to retail investors?

Please give reasons for your views.
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B.3 Ongoing Public Float Disclosure

120.

121.

122.

123.

124.

Current requirements

The Listing Rules currently require an issuer to include, in each of its annual reports, a
statement of the sufficiency of its public float. This statement should be based on
information that is publicly available to the issuer and within the knowledge of its
directors as at the latest practicable date prior to the issue of the annual report’®.

Issuers are only encouraged, as a recommended best practice in the Corporate
Governance Code, to include the actual percentage of their public float in the corporate
governance report they publish as part of their annual report. The actual public float
disclosed must be based on information that is publicly available to the issuer and within
the knowledge of its directors as at the latest practicable date prior to the issue of the
annual report®.

The Listing Rules require the interim and annual reports of an issuer to disclose the
interests of substantial shareholders and directors and chief executives in its shares®.

Issues
Lack of transparency

Most issuers confirm only the sufficiency of their public float in their annual report without
disclosing the actual number or percentage of shares in public hands. We have been
informed by investors that knowledge of the size of an issuer’s public float would better
inform their investment decisions.

Investors may currently rely upon other public disclosure (e.g. filings made under Part
XV of the SFO®) to understand an issuer’s shareholding composition and hence shares
not held by “the public’. However, this can be a cumbersome exercise. In particular, it
may not be possible to derive the exact amount of shareholding held by the core
connected persons of an issuer (so are excluded from the definition of “the public”) solely
from filings made under Part XV of the SFO because:

(a) “substantial shareholders” under Part XV of the SFO means persons who are
interested in 5% or more of any class of voting shares in a listed corporation, while

7 MB Rule 13.35 (GEM Rule 17.38A).

80 Appendix C1 to the MB Rules, Recommended Best Practice F.1.2(c) (Appendix C1 to the GEM Rules,
Recommended Best Practice F.1.2(c)).

81 MB Rules Practice Note 5.

82 Substantial shareholders, directors and chief executives are required to make filings under Part XV of the SFO
on the acquisition or change in interests in shares of an issuer, which are required to be reported within three
to ten business days of the relevant event. The Listing Rules also require the interim and annual reports of an
issuer to disclose the interests of substantial shareholders and directors and chief executives in its shares (MB
Rules Practice Note 5).
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the shareholding threshold for a “substantial shareholder” under the Listing Rules
(and so a core connected person) is 10%;

(b) core connected persons under the Listing Rules include persons connected at a
subsidiary level (i.e. director, chief executive and substantial shareholder of a
subsidiary of the listed issuer, and their close associates), but such persons are
not subject to a duty of disclosure under Part XV of the SFO; and

(c) supervisors of a PRC issuer are considered a core connected person under the
Listing Rules but are not expressly subject to a duty of disclosure under Part XV
of the SFO, unless they fall within the meaning of a shadow director®:.

Comparison with international requirements

125. Some international exchanges (including US stock exchanges and SGX) require issuers
to disclose the market value or percentage of public float in their annual reports (see
Table 19 in Appendix IV).

Proposal
126. We propose to require listed issuers to disclose in their annual reports:

(a) the percentage of the class of shares listed on the Exchange?® (excluding treasury
shares) that are held in the hands of the public as at the end of the relevant
financial year; and

(b) a statement, which may be in the form of a table, showing the composition of
ownership of the relevant class of shares listed on the Exchange (excluding
treasury shares) as at the end of the relevant financial year. The groups of
shareholders that an issuer must identify in the relevant document, to the extent
applicable, include:-

(i)  shareholders who are not members of “the public”’, comprising the following
categories:

(1) substantial shareholders of the listed issuer and their close associates
(identified on an individually named basis);

(2) directors, supervisor, chief executive of the listed issuer and their close
associates (identified on an individually named basis); and

83 The term “shadow director” means a person in accordance with whose directions or instructions the directors
of a corporation are accustomed or obliged to act. See SFC (3 July 2017), Outline of Part XV of the SFO -
Disclosure of Interests, paragraphs 3.1.3 and 4.7.4.5.

84 For the purpose of this section, in the case of a PRC issuer, the reference to the “class of shares listed on the
Exchange” will be modified to mean H shares.
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(3) any other persons excluded from the definition of “public”®; and

(i) shareholders who are members of “the public’, comprising the following
categories:

(1) any persons who fall within the definition of “the public’ and have
disclosed their interests pursuant to Part XV of the SFO (identified on
an individually named basis);

(2) anindependent trustee holding granted but unvested shares of a share
scheme of the issuer on behalf of independent scheme participants
(see our proposal in paragraph 65 in Section I.A.2 above); and

(3) other members of the “the public”.

127. Issuers would be required to disclose the above based on information that is publicly
available to the issuer and within the knowledge of its directors in preparing the relevant
document.

128. Consequently, the recommended best practice of including the percentage of public float
in an issuer’s corporate governance reports (see paragraph 121) would be repealed.

Rationale

129. Our proposals would increase transparency of the public float of listed issuers to
investors and the broader market. This would:

(a) remove the burden of calculating the percentage of public float based on publicly
available information and in turn allow investors to make better informed
investment decisions; and

(b) allow investors to better understand the composition of public float (e.g. to identify
any concentration of shareholding in the hands of a small circle of related persons).

130. To ensure that the proposed additional disclosure obligation will not be unduly
burdensome for issuers:

(a) only persons connected at the issuer level would be required to be identified on
an individually named basis (see paragraph 126(b)(i)(1) and (2)). This information
is already required to be disclosed under Part XV of the SFO and so should be
readily available to an issuer; and

85 These persons include: (a) a director, chief executive or substantial shareholder of any subsidiaries of the listed
issuer or a close associate of any of them; and (b) other persons excluded from the definition of “public” e.g.
any person who is accustomed to take instructions from a CCP (see sub-paragraphs (b), (c) and (d) of
paragraph 61 (subject to the proposed modification referred to in paragraphs 64 and 65) in Section 1.LA.2 in
Chapter 1).
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(b) the disclosure would be required to be made based on information that is publicly
available to the issuer and within the knowledge of its directors®®.

131. We would not require an issuer to exhaust all possible means to ascertain the underlying
shareholders (e.g. by conducting an investigation under section 329 of the SFO) for this
purpose. However, at a minimum, we would expect an issuer to put in place necessary
internal control procedures to ensure that core connected persons (and other persons
who will not be considered “the public”) are aware of the requirement.

132. We would also require that the issuer take reasonable efforts to ascertain its actual
public float for the purpose of such disclosure. For example, an issuer could require
their core connected persons, and any other shareholders that it has identified not to be
members of the “public”, to inform it of their initial shareholdings and any subsequent
changes in their shareholdings.

133. Our proposal to require public float disclosure on an annual basis is in line with that in
Singapore and the US (see paragraph 125 above).

Question 5

5.1 Do you agree with our proposal to mandate disclosure of actual public float in listed
issuers’ annual reports?

Please give reasons for your views and any alternative suggestions.

5.2 If your answer to Question 5.1 is “yes”, do you agree with the details proposed to be
disclosed (as set out in paragraph 126 of the Consultation Paper), including that only
persons connected at the issuer level would be required to be identified on an
individually named basis in the disclosure of shareholding composition (as set out in
paragraph 126(b)(i)(1) and (2) of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
5.3 If your answer to Question 5.1 is “yes”, do you agree that issuers should be required
to disclose the relevant information based on information that is publicly available to

the issuer and within the knowledge of its directors (as set out in paragraph 127 of the
Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

8 We acknowledge, for example, that the identities of holders of shares through CCASS are not visible to the
issuer. We also acknowledge that shareholding information based on disclosure of interest made pursuant to
Part XV of the SFO may be based on the latest notice filed by the relevant shareholder (which may not be the
same date as at the end of the relevant financial year). Issuers can include appropriate remarks on the source
of the information in their annual reports if necessary.
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C.

Initial Free Float Requirement

Current requirements

134. Upon an issuer’s listing, some of its shareholders may be subject to restrictions on the

disposal of the shares they hold. These restrictions include:

(@) lock-up restrictions imposed by the Exchange on, for example, shares held by
controlling shareholders of the issuer® and IPO shares placed to cornerstone
investors in the IPO%;

(b) lock-up restrictions under any other applicable laws and regulations to
which the issuer is subject to; and

(c) contractual lock-up agreements entered into between existing shareholders
(e.g. pre-IPO investors) and the issuer and/or its underwriter(s) in the IPO®°.

135. Although the Exchange currently imposes a public float requirement at listing, there is

no requirement for issuers to ensure that some of their shares are free from such
disposal restrictions. This means there is no assurance that there will be a minimum
pool of shares, or “free float”, that can be freely traded upon listing”®.

87

88

89

920

Under MB Rule 10.07(1) (GEM Rule 13.16A(1)), controlling shareholders are subject to a lock-up period
commencing on the listing document date and ending on the date which is 12 months from the listing date.

According to the HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants,
Chapter 4.15, paragraph 27(ii), the IPO securities placed to cornerstone investors are subject to a lock-up
period of, generally, at least six months from the listing date.

It is customary for pre-IPO investors to enter into voluntary contractual lock-up arrangements with the listing
applicant and/or its underwriters.

This is except for free float related requirements that are imposed on Biotech Companies (MB Rule 18A.07)
and Specialist Technology Companies (MB Rule 18C.10), whereby:

(a) in the case of a Biotech Company, the applicant must ensure that a portion of the total number of its issued
shares with a market capitalisation of at least HK$375 million are held by the public at the time of its initial
listing. For this purpose, any shares allocated to a cornerstone investor and any shares subscribed by
existing shareholders of the Biotech Company at the time of listing shall not be considered as held by the
public; and

(b) in the case of a Specialist Technology Company, the applicant must ensure that a portion of the total number
of its issued shares listed on the Exchange with a market capitalisation of at least HK$600 million are not
subject to any disposal restrictions (whether under contract, the Listing Rules, applicable laws or otherwise)
at the time of listing.
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Issues
Risk of no open market at listing

136. Some issuers have been listed on the Exchange with sufficient public float (at least 25%
of the issued share capital) but with low free float (below 5% of the issued share capital)®’.
This circumstance can arise, for example, if pre-IPO investors and cornerstone investors
who are subject to disposal restrictions make up most of the public float.

137. Having a public float without a free float could mean that there may not be sufficient
securities available for trading on the Exchange upon listing.

Comparison with international requirements

138. Some international stock exchanges (e.g. ASX, LSE, Nasdagq and SGX) require that
there must be sufficient free float in public hands at the time of listing®. For the
exchanges that prescribe a percentage requirement, the initial free float thresholds
range between 10% and 25% of the shares for which listing is sought®® (see Table 18 in
Appendix V).

Proposals

139. We propose to require all new applicants to ensure that a portion of the class of shares
for which listing is sought on the Exchange be held by the public and not subject to any
disposal restrictions at the time of listing (i.e. free float in public hands).

Thresholds
140. We propose that a new applicant ensure that this free float in public hands either:

(a) represents at least 10% of the number of shares in the relevant class for which
listing is sought, with an expected market value of at least HK$50 million; or

(b) has an expected market value of at least HK$600 million at the time of listing.

141. We propose to only count shares that are already in issue at the time of listing on the
Exchange (excluding treasury shares) for the purpose of calculating free float.

91 Between 2020 and 2023, 348 issuers were listed on the Main Board of the Exchange with public float of at least
25% (as a percentage of the total number of issued shares immediately upon listing). Of these, 46 (13.2%) had
free float (in public hands) of less than 5% (as a percentage of the total number of issued shares immediately
upon listing).

92 See Table 18 in Appendix IV for requirements of ASX, LSE, Nasdaqg and SGX.

9 Except ASX where the percentage threshold applies to the main class of securities of the entity.
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142.

143.

144.

145.

146.

147.

148.

PRC issuers

In the case of a new applicant that is a PRC issuer with no other listed shares, the above
requirement will be modified so that H shares (for which listing is sought) held by the
public and not subject to any disposal restrictions at the time of listing must either:

(a) represent at least 10% of the total number of issued shares in the class to which
H shares belong, with an expected market value of at least HK$50 million; or

(b) have an expected market value of at least HK$600 million at the time of listing.

In the case of a new applicant that is a PRC issuer with other listed shares, such as an
A+H issuer, we propose to require that H shares held by the public and not subject to
any disposal restrictions represent at least 10% of total number of H shares for the
purpose of the calculation of the free float percentage (referred to in paragraph 140(a)).

Scope of application

We propose to apply the proposed free float requirement to shares only and not to
convertible securities or options, warrants or similar rights to subscribe for or purchase
shares or convertible securities.

Shares in a share scheme

We propose that shares considered to be in public hands that are held by an
independent trustee under a share scheme (see proposal in paragraph 65) not be
counted towards the proposed initial free float requirement.

Biotech Companies and Specialist Technology Companies

We propose to replace the existing free float related requirements for Biotech
Companies and Specialist Technology Companies® with the above proposals.

Rationale

Our proposed initial free float requirement aims to ensure that there will be a sufficient
number of shares, held by the public, that are available for trading upon listing.

Thresholds
Our proposed thresholds are based on the following rationale:
(a) with respect to limb (a):

(i) the percentage threshold of 10% is comparable to that prescribed by other
international stock exchanges (see paragraph 138 above); and

%4 MB Rules 18A.07 and 18C.10.
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(i)  the dollar value threshold of HK$50 million (GEM: HK$15 million) is 10% of
the minimum market capitalisation required for an initial listing® and is
proposed to ensure the same free float “floor” for all types of applicants; and

(b)  with respect to limb (b), the dollar value threshold of HK$600 million is consistent
with the current free float threshold for Specialist Technology Companies®, and
should be sufficient (in market value) even if the free float as a percentage (of the
relevant class for which listing is sought) s less than 10%.

PRC Issuers

149. In the case of a PRC issuer with no other listed shares, we propose that the free float of
10% be calculated based on H shares held by the public that are not subject to any
disposal restrictions, as a percentage of total number of shares in the same class to
which H shares belong.

150. In the case of a PRC issuer with other listed shares, such as an A+H issuer, we propose
that free float of 10% be calculated based on H shares held by the public that are not
subject to any disposal restrictions, as a percentage of its total number of H shares only.
This is because we recognise that a 10% initial free float requirement, based on the total
number of shares in the class to which H shares belong®, may create too high a bar
and inhibit such issuers from seeking listings in Hong Kong.

Scope of application

151. We propose to apply our proposed initial free float requirements to shares listed on the
Exchange and not to convertible securities or options, warrants or similar rights to
subscribe for or purchase shares or convertible securities. This is because these
securities are normally newly issued at listing and are not subject to any disposal
restrictions.

Shares in a share scheme

152. Shares that have been granted but not yet vested under share schemes, and are held
by an independent trustee on behalf of independent scheme participants, would be
regarded as being held in the hands of the public (see paragraph 65 in Section |.A.2).
However, these shares are not available for trading before vesting, and so we propose
that they should not be counted towards the issuer’s free float.

Biotech Companies and Specialist Technology Companies

153. We propose to apply the same requirement to all issuers, including Biotech Companies
and Specialist Technology Companies, to ensure consistency and avoid over-
complicating our requirements.

% Main Board: HK$500 million (MB Rule 8.09(2)); GEM: HK$150 million (GEM Rule 11.23(6)).
% MB Rule 18C.10.

97 The basis for calculation of public float percentage for these issuers (see paragraph 45).
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Impact of our proposal

154. Approximately 70% of issuers that were primary listed on the Main Board of the

Exchange between 2020 and 2023 (inclusive) would have been able to meet our
proposed free float requirement.

155. Anillustration of our proposed free float requirement for selected types of issuers is set

out in Table 20 (in Appendix V to this paper).

Question 6

6.1

6.2

6.3

6.4

6.5

6.6

Do you agree that the Exchange should require a minimum free float in public hands
at the time of listing for all new applicants (as set out in paragraph 139 of the
Consultation Paper)?

Please give reasons for your views.

If your answer to Question 6.1 is “yes”, do you agree with our proposed initial free
float thresholds (as set out in paragraph 140 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

If your answer to Question 6.1 is “yes”, do you agree with our proposed modification
of the initial free float thresholds to PRC issuers (as set out in paragraphs 142 to 143
of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

If your answer to Question 6.1 is “yes”, do you agree with our proposal to apply the
proposed initial free float requirement to shares only (as set out in paragraph 144 of
the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

If your answer to Question 6.1 is “yes”, do you agree that shares considered to be in
public hands that are held by an independent trustee under a share scheme should
not be counted towards the proposed initial free float requirement (as set out in
paragraph 145 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

If your answer to Question 6.1 is “yes”, do you agree that existing free float related
requirements for Biotech Companies and Specialist Technology Companies should
be replaced with the proposed initial free float requirement so that the same
requirement applies to all issuers (as set out in paragraph 146 of the Consultation
Paper)?

Please give reasons for your views and any alternative suggestions.
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D.1

156.

157.

158.

159.

Requirements for A+H Issuers and Other Prescribed Types of
Issuers

Initial Minimum Percentage and Market Value of Listed Shares

Current requirements

The Listing Rules state that, where an issuer has one class of securities or more apart
from the class of securities for which listing is sought, the class of securities for which
listing is sought must not be less than 15% of the issuer’s total number of issued shares®
(excluding treasury shares)®. This requirement is referred to as the “Minimum 15%
Threshold” in this paper. These shares must also have an expected market value, at
the time of listing, of not less than HK$125 million (GEM: HK$45 million)'%.

The purpose of these requirements is to ensure that a sizeable proportion of securities
will be listed on the Exchange, to attract a “critical mass” of investor interest. In practice,
these requirements are most relevant to PRC issuers that have listed A shares on a
PRC stock exchange, at the time of its listing of H shares in Hong Kong (referred to as
“A+H issuers” in this paper).

Issues
Requirement may be too high and so inhibitive for issuers

Stakeholders commented that the Minimum 15% Threshold is too high for issuers with
very large total market capitalisations, particularly A+H issuers, and so may inhibit their
wish to list in Hong Kong. This is because an A+H issuer normally needs to rely on the
H share offering to satisfy this requirement™'. An offer that represents 15% of their total
number of shares in issue can be very large in absolute dollar value. These issuers may
have no immediate need to raise such a large amount of funds and a smaller offer size
may better suit their commercial requirements.

Between 2020 and 2023, ten A share issuers conducted IPOs of H shares or sought for
listing by way of introduction on the Main Board of the Exchange. Four of these ten A+H
issuers were granted waivers from the Minimum 15% Threshold and permitted to offer
H shares that represented 5% to 12.5% of their total number of issued shares. Two of
these ten A+H issuers were listed by way of introduction and complied with the Minimum
15% Threshold.

% These securities should also be held by the public.

% MB Rule 8.08(1)(b) (GEM Rule 11.23(9)). In the case of a PRC issuer, this requirement is modified such that
where a PRC issuer has shares apart from the H shares for which listing is sought, the issuer's H shares (for
which listing is sought) must represent at least 15% of its total number of issued shares (excluding treasury
shares). See MB Rule 19A.13A (GEM Rule 25.07A).

100 1hid.

01 For A+H issuers, the public float requirement is typically met by the newly issued H shares there is no
mechanism to convert A shares into H shares.
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160. Of the remaining four A+H issuers that complied with the Minimum 15% Threshold (i.e.
instead of a lower percentage pursuant to a waiver)'%2:

(@) the size of their H share offers only just met, or were only slightly above'®, 15%
of the total number of shares in issue; and

(b) the average offer size of these A+H issuers was much higher than offers by issuers
of similar market capitalisations'® that were not A+H issuers. Table 6 below (in
the last row) shows that their average offer size was HK$3.97 billion, compared to
the average offer size of HK$2.24 billion made by primary listings of non-PRC
issuers, and the average offer size of HK$1.49 billion by PRC issuers with no other
listed shares.

Table 6: Offer size statistics of IPOs conducted by issuers (with a market capitalisation
at the time of listing of between HK$7 billion and HK$41 billion) on the Main Board of
the Exchange between 2020 and 2023

e Average offer size of IPOs conducted on the
Type of listing

Main Board of the Exchange (2020 to 2023)

Primary listings of non-PRC issuers

(excluding dual primary listings1°%) HK$2.24 billion

H share listings of PRC issuers

with no other listed shares HK$1.49 billion

H share listings of A+H issuers
(which are subject to the Minimum HK$3.97 billion
15% Threshold)

Lack of comparable international requirements

161. Other international stock exchanges'® do not require issuers with multiple classes of
shares to ensure that the class of shares to be listed represents a minimum percentage
of the total number of issued shares.

Proposals

Minimum relative amounts of shares made available for trading in Hong Kong

192 Four A+H issuers, with a market capitalisation upon listing ranging from HK$7.1 billion to HK$40.9 billion
(determined based on the offer price of H shares and the enlarged issued share capital).

103 Within one % point above the Minimum 15% Threshold.

104 Those with a market capitalisation at the time of listing of between HK$7 billion and HK$41 billion, which is
similar to the market capitalisation at the time of listing of the four A+H issuers referred to in footnote 102.

105 Dyal primary listings are excluded from this analysis as their offer sizes may be affected by other factors.

106 ASX, LSE, Nasdaqg, NYSE and SGX.
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162.

163.

164.

165.

166.

We propose to lower the Minimum 15% Threshold by replacing it with the requirement
that:

(a) inthe case of a new applicant that is a PRC issuer with other listed shares, such
as an A+H issuer, H shares for which listing is sought on the Exchange must, at
the time of listing, either:

(i)  represent at least 10% of the total number of shares in the class to which H
shares belong (excluding treasury shares); or

(ii) have an expected market value of at least HK$3 billion; and

(b) in the case of a new applicant that is an issuer with other share class(es) listed
overseas, the class of shares for which listing is sought on the Exchange must, at
the time of listing, either:

(i) represent at least 10% of the total number of issued shares (excluding
treasury shares); or

(i)  have an expected market value of at least HK$3 billion.
Only shares in issue at the time of listing (excluding treasury shares) would be counted.
Public float

We propose that the minimum initial public float thresholds for A+H issuers (and other
prescribed types of issuers) be the same as the thresholds set out above (in paragraph
162). This means that the shares (H shares or shares of the class for which listing is
sought (as applicable)) counted towards the thresholds (in paragraph 162) must be held
in public hands.

Minimum market value

As set out above (see paragraph 47 in Section |.A.1), we propose to clarify and rely on
the HK$125 million (GEM: HK$45 million) market value requirement for securities held
in public hands'%” to set the minimum market value of a class of shares for which listing
is sought on the Exchange.

Consequently, we propose to remove the HK$125 million (GEM: HK$45 million)
minimum market value requirement for the class sought to be listed by issuers with other
share class(es) listed overseas and H shares of PRC issuers'® (see paragraph 156).

107 MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).

108 MB Rule 8.08(1)(b) (GEM Rule 11.23(9)).
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167.

168.

169.

170.

171.

172.

173.

Implementation subject to consultation on corresponding ongoing public float
requirements

The implementation date of the above proposals would be subject to the outcome of a
further consultation on the ongoing public float requirements as set out in Section 1.B.2
of this Chapter (see paragraph 117).

Rationale

Our proposal aims to address the issues identified above (see paragraphs 158 to 161),
whilst ensuring that the minimum threshold still represents a meaningful amount to
attract a “critical mass” of investor interest in such issuers’ securities in Hong Kong.

The proposal will also provide regulatory certainty to mega cap A+H issuers (and other
prescribed types of issuers) of the minimum market value of shares that they will be
required to list on the Exchange, instead of relying on case-by-case waivers.

Our proposed thresholds are based on the following rationale:

(a) the percentage threshold of 10% takes into account stakeholders’ feedback that
the current Minimum 15% Threshold is too high and so inhibits potential listings in
Hong Kong; and

(b) the alternative market value threshold of HK$3 billion would better suit the
commercial capital raising needs of mega cap issuers while ensuring a sufficiently
large amount of shares, by value, is available to attract a “critical mass” of
investment in their securities in Hong Kong. The HK$3 billion threshold is
determined by reference to the median (H share) offer size of HK$3.3 billion by
PRC issuers on the Main Board of the Exchange between 2017 and 2023.

Public float

A shares listed on a PRC exchange are not fungible with H shares listed in Hong Kong.
Therefore, A shares do not contribute towards an open market in trading on the
Exchange. To ensure that the H shares listed in Hong Kong by PRC issuers with other
listed shares, such as A+H issuers, are sufficient to ensure an open market, we propose
that the minimum initial public float thresholds for such issuers be the same as the
thresholds set out above (in paragraph 162).

To ensure equal treatment, we propose to apply the same public float requirement to all
issuers that are required to make a minimum relative amount of their shares available
for trading in Hong Kong. This means issuers with other share class(es) listed overseas
would also be subject to this public float requirement.

Minimum market value for new applicants

We propose to remove the minimum market value requirements for shares for which
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listing is sought (see paragraph 165)'%, as they will no longer be meaningful following
our clarification on the HK$125 million (GEM: HK$45 million) market value requirement
for securities held in public hands™°.

Impact of our proposal

174. Our proposal may result in H share offers by A+H issuers that are smaller in size than
previous offers. However, it may also attract more PRC issuers with other listed shares,
such as A+H issuers, who would otherwise not have chosen to list in Hong Kong.

175. On balance, we believe that our proposal would make Hong Kong a more attractive
listing venue, which is also in line with the Hong Kong Government’s initiative to
encourage large scale Mainland enterprises to list in Hong Kong™".

Question 7

7.1 Do you agree with our proposed revised minimum thresholds on shares to be listed
on the Exchange for A+H issuers and other prescribed types of issuers (as set out in
paragraph 162 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
7.2 Do you agree that the minimum initial public float thresholds for A+H issuers and other

prescribed types of issuers should be the same as the minimum thresholds on shares
to be listed on the Exchange (as set out in paragraph 164 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
7.3 Do you agree with our proposal to remove the minimum market value requirement for

the class sought to be listed by issuers with other share class(es) listed overseas and
H shares of PRC issuers (as set out in paragraph 166 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

109 HK$125 million (GEM: HK$45 million) market value requirement of MB Rule 8.08(1)(b) (GEM Rule 11.23(9))
(see paragraph 156).

110 MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).
"1 Paragraph 40(ii) of the Chief Executive’s 2024 Policy Address.
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D.2 Ongoing Minimum Percentage and Market Value of Listed

176.

177.

178.

179.

Shares

Current requirement

The Minimum 15% Threshold for PRC issuers (and issuers with other share class(es)
listed overseas) only apply at the time of listing (see paragraph 156).

In 2023, as part of market consultation on Rule amendments relating to PRC issuers''?,
the Exchange consulted the market on'"3:

(a) whether they have a concern regarding a potential reduction in size and liquidity
of the H share market, relative to the A share market, if PRC issuers choose to
issue new shares in the form of A shares only after listing; and

(b) whether there should be other provisions to promote the long-term development
of the H share market and liquidity of the H share market relative to the A share
market if PRC issuers choose to issue new shares in the form of A shares only
after listing.

The Exchange concluded that it would consider market comments and suggestions on
the imposition of an ongoing H share public float requirement in its review of the public
float requirements ™4,

Issues
We received diverging views from respondents to this market consultation. In particular:

(@) 55% of respondents indicated that they had no concern about the potential
reduction in the relative size and liquidity of the H share market if PRC issuers
issued new shares primarily in the form of A shares. A number of respondents
thought that the issuance of A shares or H shares is primarily a market driven
commercial decision and PRC issuers should have the flexibility to decide how to
use their general mandates or scheme mandates between A shares and H
shares'.

(b) 45% of respondents expressed concerns about the potential reduction in the size
and liquidity of the H share market relative to the A share market. Since A shares

12 HKEX (February 2023), Consultation Paper on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers; and HKEX (July 2023), Consultation

Conclusions on Rule Amendments Following Mainland China Regulation Updates and Other Proposed Rule

Amendments Relating to PRC Issuers.

"3 HKEX (July 2023), Consultation Conclusions on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers, paragraph 48.

"4 HKEX (July 2023), Consultation Conclusions on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers, paragraph 65.

"5 HKEX (July 2023), Consultation Conclusions on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers, paragraph 54.
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generally trade at a premium to H shares of PRC issuers, they thought secondary
fundraisings may gravitate towards the A share market. This could lead to H
shareholders becoming an even smaller minority among the shareholders of PRC
issuers and the H share market becoming relatively inactive. They believed that
this may consequently undermine the relative liquidity and attractiveness of the H
share market over time'"6.

For these reasons, a number of respondents suggested that the Exchange
consider imposing an ongoing public float requirement for H shares of PRC issuers
after listing™"".

Proposal

180. We do not intend to impose any ongoing requirement in respect of the number of H
shares a PRC issuer must maintain on the Exchange. We also do not intend to impose
any ongoing requirement in respect of the number of shares an issuer with other share
class(es) listed overseas must maintain as a percentage of its total issued shares. These
issuers would be required to ensure only that there were sufficient shares available for
trading in Hong Kong to provide a “critical mass” of trading here at listing.

Rationale

181. We believe that PRC issuers should have the flexibility to decide the proportion of H
shares as a percentage of its issued share capital that is optimal to their commercial
goals. Imposing an ongoing minimum H shares requirement may be too restrictive as
such requirements may restrict their ability to conduct fundraisings on a PRC stock
exchange (i.e. secondary offering in the case of A+H Issuers, and new listing in the case
of PRC issuers that are not listed on any PRC stock exchange), as they may, for
example, need to conduct a concurrent follow-on H share offering to meet the
requirement, even when there is no commercial need to do so.

6 HKEX (July 2023), Consultation Conclusions on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers, paragraph 57.

"7 HKEX (July 2023), Consultation Conclusions on Rule Amendments Following Mainland China Regulation
Updates and Other Proposed Rule Amendments Relating to PRC Issuers, paragraph 58.
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Il. IPO Offering Mechanism

Background

Overview of the mechanism in Hong Kong
Offering mechanism

182. Securities in an IPO on the Exchange are usually offered in tranches as set out in Table
7 below.

Table 7: Offering mechanism of a typical IPO

Placing Tranche

Cornerstone placing Shares placed with “cornerstone investors” (chosen by the new

tranche 8 applicant) who commit to participate in the IPO at the final offer
price (yet to be determined), for a pre-agreed total investment
amount'®, and have their identity information disclosed in the
prospectus. They receive guaranteed allocation of shares in
return for their commitment to the IPO.

Bookbuilding placing Shares placed with investors following a “bookbuilding”

tranche'?° process'?', during which they place orders (including
expressions of interests) as to the number of shares they wish
to subscribe for and the price at which they are willing to pay for
them, with no commitment to doing so until the final offer price
is determined.

"8 For the avoidance of doubt, the cornerstone placing tranche involves bookbuilding and placing activities as
prescribed under paragraph 21.1.1 of the SFC Code of Conduct and is therefore governed by paragraph 21 of
the SFC Code of Conduct. (see paragraph 217).

9 The number of offer shares to be subscribed by a cornerstone investor is subject to the determination of the
final offer price (i.e. by dividing the investment amount committed by that cornerstone investor with the final
offer price). Accordingly, more offer shares will be allocated to the cornerstone investors if the price is set at the
low-end of the indicative offer price range, and vice versa.

120 For the avoidance of doubt, the bookbuilding placing tranche involves bookbuilding and placing activities as
prescribed under paragraph 21.1.1 of the SFC Code of Conduct and is therefore governed by paragraph 21 of
the SFC Code of Conduct. (see paragraph 217).

21 The period typically overlaps the offering period of the public subscription tranche, i.e. after the publication of
prospectus.
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Public Subscription Shares allocated to any investors (not chosen by the issuer)
Tranche who have applied for them in the offer period. Allocation is

normally in proportion to the number of shares applied for'?2. By
submitting an application, the investors commit to pay at the
(yet to be determined) final offer price.

183.

184.

185.

186.

IPO pricing mechanism

In a typical IPO on the Exchange, an indicative price range would be included in the
issuer’s prospectus. This is determined based on the feedback to syndicate members’
research reports, “test-the-waters” meetings held with potential investors and demand
from cornerstone investors (see paragraph 187).

The final offer price is fixed by agreement between the overall coordinator(s) and the
issuer after actual market demand for the offer shares under the placing tranche
(through bookbuilding) and the public subscription tranche is determined.

The placing tranche
Cornerstone placing tranche
Features

Itis not uncommon, in Hong Kong, for a portion of the IPO placing tranche to be allocated
to cornerstone investors. Their participation signals to potential investors that the
cornerstone investor has confidence in the IPO, as they are willing:

(a) to commit to take up shares prior to the publication of the prospectus, when the
final IPO price is not known;

(b) to have details of their investment disclosed in the prospectus; and

(c) to have the shares they have subscribed for, under the cornerstone placing
tranche, “locked-up” for a six-month period, during which they cannot sell them
(see paragraph 189(d) below).

The ability to place offer shares to cornerstone investors is regarded, by market
practitioners, as an important tool to increase deal certainty, especially during times of
market uncertainty and volatility.

22 1n cases where the total number of shares applied for significantly exceeds the shares available, a ballot will be
used to allocate shares to investors. Different allocation ratios may also apply for applications with a total
subscription amount of HK$5 million or below (Pool A) and those above (Pool B). See MB Rules Practice Note
18, paragraph 3.1 (GEM Rules Practice Note 6, paragraph 3).
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Influence on price discovery

187. The highest valuation acceptable to all cornerstone investors would usually set the
highest price in the indicative offer price range stated in the issuer’s prospectus. This is
because these investors are committed to purchasing the offer shares at this price, if it
becomes the final offer price. In this way, cornerstone investors have some “price setting’
influence.

188. Cornerstone investors can vary in their nature. They may be independent institutional
investors who choose to participate as cornerstone investors to ensure they receive a
meaningful allocation of shares in an IPO. Alternatively, they may be strategic investors
whose objectives (in addition to realising gains from their investment) include non-
financial reasons for supporting the listing applicant’s listing. During the price
negotiation process with the issuer for the cornerstone placing tranche, the latter type of
investor is likely to be more accommodating to the valuation proposed by the issuer than
independent institutional investors.

Requlatory requirements

189. The Exchange imposes additional requirements on cornerstone investors as they
receive a guaranteed allocation of the IPO shares (i.e. referred to as a “preferential”
placing of IPO shares). The Exchange’s requirements state that such preferential
placings will not violate the fair and equal treatment requirement under the Listing
Rules'? if certain principles are followed, including that'?*:

(a) the placing is at the IPO price and the cornerstone investors pay in full for their
securities before dealings in the applicant’s securities on the Exchange commence;

(b) each cornerstone investor will not have any board representation in the applicant,
and must be independent of the applicant, its connected persons and their
respective associates;

(c) details of the placing arrangement, including the identity and background of the
investors, must be disclosed in the prospectus;

(d) the IPO securities placed to the cornerstone investor are subject to a lock-up
period of at least six months from the listing date, during which time the
cornerstone investor cannot sell them; and

(e) no direct or indirect benefits, by side agreement or otherwise, are given to a
cornerstone investor (other than the guaranteed allocation of the relevant offer
shares at the final IPO price).

23 MB Rule 2.03 (GEM Rule 2.06).

24 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.15,
paragraphs 27 to 31.
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Bookbuilding placing tranche
Features

190. The bookbuilding process aims to determine demand, price and share allocation. Its
features are summarised as follows:

(@) Matching price with demand: Investors express their interest in shares based on
the indicative offer price range published in the prospectus. After this period, the
final offer price and allocation are determined based on indicated demand taking
into account various factors'?. The bookbuilding process, in theory, reduces the
likelihood of the final offer price being fixed at a large disparity to the actual trading
price (when dealings in those shares commence), leading to better long-term price
discovery and demand matching.

(b) Fostering investor competition: Bookbuilding creates price tension among
investors who vie for the best allocation at the cheapest price. Such competition
enhances price discovery.

(c) Access to overseas demand: The bookbuilding process is widely recognised and
used in other jurisdictions (e.g. the US and the UK), and so helps attract funds
from overseas investors who are familiar with the pricing mechanism.

(d) Investor transparency: As investors must indicate demand for shares, the overall
coordinator(s) becomes aware of their identity and so make allocation
recommendations to the issuer that best match the objective of both achieving a
successful IPO and building a robust long-term shareholder base for the issuer.
This process relies on the overall coordinator’s expertise and collaboration with
the issuer to achieve the desired shareholder profile.

Influence on price discovery

191. As bookbuilding placees indicate the price they are willing to pay and the amount of
shares they are willing to subscribe for, to facilitate the determination of the final offer
price(see paragraph 190), they are key “price setters” in an IPO.

192. Bookbuilding placees vary in their nature and profile and include investors with both long
term and short-term investment goals.

25 The listing documents will typically disclose that allocation will be based on a number of factors including the
level and timing of demand, total size of the relevant investor’s invested assets or equity assets in the relevant
sector and whether or not it is expected that the relevant investor is likely to buy further, and/or hold or sell offer
shares after the listing.
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193.

194.

195.

196.

197.

The public subscription tranche
Features

Public subscription tranche participants apply for IPO shares based on the offer price
range in the prospectus. However, they must purchase the shares allocated to them at
the final offer price, even if that price is at the top of the offer price range.

Influence on price discovery

As public subscription tranche investors do not have negotiation power in the pricing
process, they are “price takers” in an IPO.

The profiles and investment goals of investors in the public subscription tranche is not
known to the issuer or lead manager(s) of the IPO and so they will not know how long
public subscription tranche investors are likely to hold their shares after listing. A large
allocation to the public subscription tranche may therefore increase the risk of high price
volatility if, soon after listing, a large number of public subscription tranche investors sell
their IPO shares.

A trigger of the clawback mechanism (see paragraph 197 below) will result in some of
the shares available for allocation to the bookbuilding placing tranche being switched to
the public subscription tranche. In this circumstance, the issuer may be able to set a
high final IPO price that would not have been acceptable to sufficient investors in the
bookbuilding placing tranche at its original size. This results in a greater risk of poor
share price performance after listing.

Regulatory requirements

Clawback mechanism

If demand from investors under the public subscription tranche is strong (known as
“oversubscription”) and offer shares under the placing tranche are not undersubscribed,
the Listing Rules require more shares to be allocated to the public subscription tranche,
based on the level of oversubscription. The Listing Rules allow an increase in the
minimum allocation to the public subscription tranche of up to 50% of the total offer
shares. This is known as the “clawback mechanism” (see Box 2 for the history of this
mechanism and Section II.C below for a summary of the current requirements).

Box 2: History of the clawback mechanism

Until 1993, the majority of new listings in Hong Kong were conducted through fixed price
offers by subscription. Shares were offered at a price pre-determined by the issuers and
the underwriters, and investors were required to pay in full for the total number of shares
applied for by submitting, with their application forms, personal cheques or bankers'
drafts 26,

126 SFC (June 1997), Consultation Paper on Offering Mechanisms, paragraphs 1 and 2.
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Beginning with the listing of the first batch of H shares issuers on the SEHK in July 1993,
global equity offerings involving the raising of funds from both the Hong Kong market and
the international markets became more common. Accordingly, new listings in Hong Kong
started to adopt a combined offering mechanism, comprising a public subscription tranche
and an international placing tranche.

In the 1990s, retail investors contributed to a relatively high proportion of cash market
activity on the Exchange'?’. Therefore, the Exchange decided there was a regulatory need
to ensure a sufficient supply of securities in the public subscription tranche of Hong Kong
IPOs to satisfy local investment demand.

In 19988 a minimum size requirement for the public subscription tranche was codified in
the Listing Rules' to require a minimum percentage of an offer to be allocated to the public
subscription tranche. This was implemented together with a clawback mechanism that
increased the size of the public subscription tranche when the demand for shares in that
tranche is high. The same clawback mechanism is in effect today.

Allocation Cap

198. If the placing tranche is undersubscribed but the public subscription tranche is
oversubscribed, an issuer may decide to allocate more offer shares to the public
subscription tranche. This may result in a higher allocation to the public subscription
tranche than the initial allocation contemplated in the prospectus, even if the clawback
mechanism is not triggered.

199. The Allocation Cap'® was introduced to protect public subscription tranche investors
(see Box 3 for the history and Section II.D below for details). It limits the maximum
number of shares that can be allocated to the public subscription tranche, when:

(a) the placing tranche is undersubscribed; or

(b) the placing tranche is fully subscribed or oversubscribed and the clawback
mechanism has not been triggered.

200. In addition, when the Allocation Cap applies, the offer price must also be fixed at the
lower of: (a) indicative offer price or bottom of the offer price range; and (b) the downward
adjusted final offer price under the pricing flexibility mechanism1.

127 According to HKEX's Members Transaction Survey 1997, retail investors represented 53% of cash market
trading value.

128 SFC (February 1998), Offer Mechanisms Consultation Conclusion.

129 MB Rules Practice Note 18, paragraph 4.2 (GEM Rules Practice Note 6, paragraph 4).

130 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraphs 8 and 9.

31 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraph 9.
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Box 3: History of the Allocation Cap

In 2018, the Exchange introduced the Allocation Cap as it was noted that, in some IPOs, a
substantial number of offer shares were reallocated from the placing tranche to the public
subscription tranche, even though the final offer price was not set at the bottom end of the
indicative offer price range.

The Exchange was concerned that public subscription tranche investors may be “stuffed”
with offer shares that were priced higher than actual market demand. It was therefore
considered appropriate to impose the Allocation Cap to reduce the risk of such mispriced
issues.
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201.

202.

203.

Regulatory Lock-up on Cornerstone Investment
Current requirement

IPO securities placed to cornerstone investors must be “locked-up” for a period of at
least six months after the listing date'®2. A cornerstone investor cannot sell those IPO
shares during the lock-up period.

Issues
Potential share price volatility upon lock-up expiry

The share price of an issuer that lists with a large cornerstone placing tranche can be
volatile at the expiry of the six-month lock-up period, as the market anticipates that
cornerstone investors may sell as soon as the lock-up expires (known as an “overhang”
of shares). This issue may be compounded by the simultaneous expiry of voluntary lock-
ups on shares held by pre-IPO investors, which may also be set with a six month post-
listing expiry date.

Impact on the type of investors under the cornerstone placing tranche

Some stakeholders believed that the lock-up requirement affects the type of investors
who are likely to become cornerstone investors in the following ways:

(@) Independent institutional investors (including investment managers) may be
deterred from participating as cornerstone investors because of the lock-up
requirement. We were informed by stakeholders that:

()  fund mandates prohibit some of these institutional investors from holding
illiquid investments; and

(i) some institutional investors (even with long-only investment strategy) may
prefer to have the flexibility to be able to dispose of some, or all, of the IPO
securities they receive (e.qg. if there is a sudden change in market conditions).

(b) Investors who participate in the IPO for strategic and/or non-financial reasons are
less likely to be deterred by the lock-up requirement.

132 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.15,
paragraph 27(ii).
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204.

205.

206.

207.

208.

209.

Comparison with international requirements

The Exchange’s regulatory requirements on cornerstone investors are unique. Most
other jurisdictions'? do not impose any regulatory lock-up requirement on cornerstone
investors (or equivalent’4).

Proposal
We seek market views on the following two options:—

Option A: To retain the current requirement that IPO securities placed to cornerstone
investors be locked-up for at least six months following the listing date.

Option B: To allow a staggered lock-up release arrangement such that, at a minimum:

(a) all IPO securities placed to cornerstone investors will be subject to a
lock-up period of three months following the listing date; and

(b) 50% of the IPO securities placed to cornerstone investors will be
subject to a lock-up period of three months commencing on the date
on which the period as referred to in (a) expires.

Cornerstone investors would continue to be allowed to enter into voluntary lock-up
arrangements (staggered or unstaggered), with the issuer and its underwriters, that are
longer than that required by the Exchange.

Rationale
Need for a regulatory lock-up requirement

The purpose of cornerstone investment is to demonstrate, to other potential investors,
the confidence of the cornerstone investor in the success of an IPO and the long-term
prospects of the IPO issuer. Consequently, stakeholders believed that they should be
subject to lock-up requirement as proof of these cornerstone investors’ confidence.

We also found the lock-up requirement was viewed by many stakeholders as a fair “quid
pro quo” for the guaranteed allocation of IPO securities received by cornerstone
investors.

Some stakeholders believed that, without any regulatory lock-up requirement, the issuer
and its underwriters may have difficulty incentivising cornerstone investors to enter into
lock-up agreements voluntarily, especially when market conditions are weak.

133 Australia, Singapore, the UK, and the US.

134 For example, in the US, there are anchor investors who would indicate interest to purchase shares in an IPO
and agreed to have their names disclosed in the prospectus (but are not guaranteed to receive any share
allocation). These investors are not subject to any lock-up requirements.
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210.

211.

212.

213.

Potential share price volatility upon lock-up expiry

Some stakeholders informed us that a staggered lock-up release arrangement would
alleviate the impact of sharp share price volatility on the release of the lock-up (see
paragraph 202) and improve post-listing liquidity. In the US, larger IPOs sometimes
adopt multiple contractual (rather than regulatory) lock-up periods of different lengths on
certain IPO investors so that the market is not flooded with a very large new supply of
shares (released from lock-up) in a single trading session.

However, other stakeholders considered that multiple releases of lock-up shares would
result in an increased risk of volatility caused by more frequent triggers of an “overhang”
of shares.

Impact on the type of investors under the cornerstone placing tranche

Some stakeholders argued that relaxing the lock-up requirement would encourage more
independent institutional investors to participate as cornerstone investors (see
paragraph 203(a)). The participation of such investors as cornerstone investors may
give other investors a more reliable indication of the issuer’s share price performance
after listing, as these investors were more likely to perform due diligence on the issuer’s
business and negotiate a fair price (which will form the highest price in the indicative
offer price range stated in the issuer’s prospectus (see paragraph 187)).

Other stakeholders argued that relaxing the lock-up requirement would instead
incentivise investors who focus on short-term gains to participate as cornerstone
investors. This may undermine the degree of commitment and confidence that
cornerstone investors bring to the issuer’s IPO and future prospects. Some also said
that certain independent institutional investors would be permitted to invest in an IPO
even if their shares were to be locked up'®.

Question 8

In respect of the lock-up requirement on IPO securities placed to cornerstone investors,
would you prefer to:

Please give reasons for your views and any alternative suggestions.

(a) retain the existing six-month lock-up (as set out in Option A in paragraph 205 of
the Consultation Paper); or

(b) allow a staggered release of the six-month lock-up (as set out in Option B in
paragraph 205 of the Consultation Paper)?

135 Some stakeholders mentioned that certain investment managers have adjusted the terms of their fund mandate
to permit investment as cornerstone investors in Hong Kong IPOs, because of the Exchange’s regulatory lock-
up requirement.
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214.

215.

216.

217.

218.

Allocation to the Placing Tranche
Current requirement

In general, there is currently no minimum, or cap, on the number of shares allocated to
the placing tranche in an IPO.

For a Specialist Technology Company, the Listing Rules require at least 50% of the total
number of shares offered in the IPO ' to be taken up by independent price setting
investors in the placing tranche (whether as cornerstone investors or otherwise)'’. This
is because it is more difficult for investors to reach a consensus on the valuation of
Specialist Technology Companies, compared to companies from traditional industries,
due to the nature of their businesses and industries.

Spread of placees

The Rules require that IPO securities be placed with an adequate spread of holders.
While the minimum number depends on the size of the placing, as a guideline, the Rules
state that there should be not less than three holders for each HK$1 million of the placing,
with a minimum of 100 holders ',

Bookbuilding and placing activities

In addition to the above Listing Rule requirements, intermediaries carrying out
bookbuilding and placing activities are subject to additional requirements under the SFC
Code of Conduct™®. Under this code, an overall coordinator is required to devise a
“marketing and investor strategy” and “allocation policy” taking into account the issuer’s
preferences and objectives with respect to pricing and the desired shareholder or
investor base, including who may be suitable to be cornerstone investors™?.

For the avoidance of doubt, both the cornerstone placing tranche and the bookbuilding
placing tranche involve bookbuilding and placing activities as prescribed under
paragraph 21.1.1 of the SFC Code of Conduct and are therefore governed by paragraph
21 of the SFC Code of Conduct. Intermediaries that engage in collating orders (including
indications of interest) from the cornerstone investors or marketing or distributing shares
to the cornerstone investors should observe the relevant requirements under paragraph
21 of the SFC Code of Conduct.

136 Excluding any shares to be issued pursuant to the exercise of any over-allotment option

37 MB Rule 18C.08. See also HKEX (January 2024) (Last updated September 2024), Guide for New Listing
Applicants, Chapter 2.5, paragraph 42 for the qualification requirements for an independent price setting
investor.

138 MB Rules Appendix F1, paragraph 4.

39 SFC Code of Conduct, paragraph 21.

40 SFC Code of Conduct, paragraphs 21.4.3(a) and 21.4.4(c).
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219.

220.

221.

222.

223.

224.

225.

Issues
A small bookbuilding placing tranche may result in mispricing

The bookbuilding process is a key mechanism for determining market demand and the
final offer price of IPO shares. A smaller bookbuilding placing tranche (as a percentage
of the offer size) may increase the chance that the price discovery process is
compromised (see paragraphs 190 to 191).

Of the 730 IPOs conducted on the Main Board of the Exchange during 2017 to 2023,
150 (20.5%) had a bookbuilding placing tranche that comprised less than 50% of the
shares on offer.

Risk of a lack of independent institutional investor participation

Stakeholders believe that the participation of independent institutional investors helps
ensure that the IPO price discovery process is effective, as these investors are more
likely to perform pre-IPO due diligence and research on the business of an IPO applicant.

Independent institutional investors may prefer to subscribe for IPO shares under the
bookbuilding placing tranche, as participation in this tranche gives them negotiation
power in the setting of the final offer price (see paragraphs 190 to 191) and does not
prevent them from selling their shares after the IPO (see paragraph 189(d)), even though
there is no guarantee in the amount of shares they will be allocated.

Cornerstone investors, in comparison, have less control over the final offer price, as the
valuation they indicate to be acceptable will only contribute to setting the top of the
indicative offer price range. Also, the shares they subscribe for, under the cornerstone
placing tranche, would be subject to post-IPO lock-up. However, cornerstone investors
will receive guaranteed allocation of offer shares based on the total investment amount
that they committed.

Independent institutional investors generally require reasonable certainty that a
meaningful allocation will be offered to them to justify the time and resources they devote
to pre-IPO due diligence and research and post-IPO monitoring of their investment.
Consequently, a small bookbuilding placing tranche (relative to the offer size) may deter
independent institutional investors from participating in an IPO.

Spread of placees

Stakeholders have expressed the following concerns as to the placee spread
requirement (see paragraph 216):

(a) the current requirements do not help optimise price discovery as issuers can place
a very small number of shares with many holders merely to meet the requirement;
and

(b) 100 shareholders is too large a number for a meaningful amount of shares to be
placed with each one, particularly for smaller sized IPOs.
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226.

227.

228.

229.

230.

231.

232.

We are not aware of any similar requirements on the spread of placees imposed by
other international stock exchanges.

Proposals
“Ring-fencing” the bookbuilding placing tranche

To optimise IPO price discovery, we propose to “ring-fence” the bookbuilding placing
tranche to help ensure that a meaningful portion of IPO shares is always allocated to
that tranche.

For this purpose, we propose that at least 50% of the total number of shares initially
offered in an IPO be allocated to investors in the bookbuilding placing tranche ™.

Specialist Technology Companies

We propose not to apply the proposed requirement to the initial listing of Specialist
Technology Companies.

Spread of placees

We propose to remove the guideline that there should not be less than three holders for
each HK$1 million of the placing, with a minimum of 100 holders in an IPO placing
tranche.

Rationale
“Ring-fencing” the bookbuilding placing tranche

Bookbuilding contributes most strongly to the final pricing of IPOs (see paragraph 190
above). While some stakeholders commented that ring-fencing the bookbuilding placing
tranche may be considered as setting an indirect cap on cornerstone investments, we
believe that a meaningful allocation to investors in the bookbuilding placing tranche
would help optimise IPO price discovery as bookbuilding placees are key “price setters”
in an IPO.

Specialist Technology Companies

Specialist Technology Companies may lack a track record of revenue and profit and
may operate in frontier industries. Also, the viability of their business models may be
uncertain. For these reasons it is more difficult for investors to reach a consensus on
the valuation of Specialist Technology Companies compared to companies from
traditional industries.

41 This means that the 50% minimum requirement would be determined by reference to the total number of shares
on offer as disclosed in the prospectus, which is prior to the exercise of any over-allotment option or offer size
adjustment option. For the purpose of this requirement, only those shares that are allocated to investors under
the bookbuilding placing tranche would be counted.
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233.

234.

235.

236.

237.

238.

Therefore, we continue to believe that the existing, more stringent, requirements for
Specialist Technology Companies (see paragraph 215) are appropriate’ and so do
not propose to amend the IPO allocation requirements for these companies.

Spread of placees

We believe that the existing minimum shareholder spread requirement (i.e. 300
shareholders for Main Board and 100 shareholders for GEM) ™*, which will be
maintained, is sufficient to ensure an adequate spread of holders of the securities as at
listing. So, we believe it is unnecessary to impose a separate and additional minimum
spread of 100 holders for an IPO placing and require not less than three holders for each
HK$1 million of the placing in particular.

What constitutes an adequate spread of holders in an IPO placing tranche depends on
specific facts and circumstances. This includes the size of an offer (and allocation to
the placing tranche), the characteristics of the issuer, prevailing market conditions, the
number of the underwriting syndicate members, market sentiment and interest in the
issuer. We therefore believe it would be more appropriate for the spread of placees to
be evaluated by each issuer and its advisers on a case-by-case basis, taking into
account the issuer’s circumstances at the time of its IPO.

Issuers and their advisers are reminded of their responsibilities to ensure an adequate
spread of holders for the IPO placing tranche and to refer to the relevant provisions
under the SFC Code of Conduct.

Potential concerns on removal of the minimum spread of placees quideline thresholds

Some stakeholders consider the current minimum spread of 100 placee requirement
helped ensure that the placing tranche is a genuine transaction, as such a large number
of holders made it more difficult for issuers and placees to manipulate the trading price
and volume of the shares. This in turn, reduced the risk of a false market developing
after listing.

We acknowledge the concerns of these stakeholders and the benefit of having a wide
spread of shareholders to maintain an open market. However, we also note that, in
practice, an issuer may meet the requirement by placing a small number of shares with
many holders without meaningfully increasing the spread of shareholding. Accordingly,
we believe that the proposed removal of the minimum guideline would not substantially
increase the risks mentioned above.

142 HKEX (October 2022), Consultation Paper on a Listing Regime for Specialist Technology Companies,
paragraph 199.

143 MB Rule 8.08(2) (GEM Rule 11.23(2)(b)).
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Question 9

9.1 Do you agree that at least 50% of the total number of shares initially offered in an IPO
should be allocated to investors in the bookbuilding placing tranche (as set out in
paragraphs 227 and 228 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

9.2 If your answer to Question 9.1 is “yes”, do you agree that the proposed requirement
should not be applied to the initial listing of Specialist Technology Companies (as set
out in paragraphs 229 of the Consultation Paper)?

Please give reasons for your views.

Question 10

10.1 Do you agree with the proposed removal of the guideline on minimum spread of
placees, being not less than three holders for each HK$1 million of the placing, with a
minimum of 100 holders in an IPO placing tranche (as set out in paragraph 230 of the
Consultation Paper)?

Please give reasons for your views.
10.2 Do you consider that other safeguarding measures should be implemented to ensure

an adequate spread of holders in the placing tranche, in light of the proposal (as set
out in paragraph 230 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
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C. Allocation to the Public Subscription Tranche

Current requirements

239. The Listing Rules require that a minimum number of shares be allocated to the public
subscription tranche as set out in Table 8 below.

Table 8: Minimum allocation of shares to the public subscription tranche'

Initial Demand for shares in the public
allocation | subscription tranche in number of times
(x) the initial allocation

>15x to <50x | =50x to <100x

Minimum percentage of offer 10% 30% 40% 50%
shares allocated to the public
subscription tranche

Typical minimum allocation waiver

240. The Exchange has granted waivers from strict compliance with the minimum allocation
requirements to the public subscription tranche based on individual facts and
circumstances. The typical parameters for granting such waivers have been':

(a) the size of an applicant’s total offering (including any over-allotment option or sale
of shares by existing shareholders) should be significant: the majority of previous
waiver applications were for offerings over HK$10 billion; and

(b) the parameters for the minimum allocation of shares to the public subscription
tranche be revised in accordance with Table 9 below 6.

144 MB Rules Practice Note 18, paragraph 4.2 (GEM Rules Practice Note 6, paragraph 4).

45 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraph 4.

146 The Exchange may also permit a deviation from the typical parameters for a waiver. See HKEX (January 2024)
(Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14, paragraph 5.
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Table 9: Minimum allocation of shares to the public subscription tranche under typical
waivers

Initial Demand for shares in the public
allocation | subscription tranche in number of times
(x) the initial allocation

>15x to <50x | =50x to <100x

Minimum percentage of offer 5% 7.5% 10% 20%
shares allocated to the public
subscription tranche

Allocation requirements for Specialist Technology Companies

241. The minimum allocation of shares to the public subscription tranche for a Specialist
Technology Company is set out in Table 10 below.

Table 10: Minimum allocation of shares to the public subscription tranche for a
Specialist Technology Company'#

Initial Demand for shares in the public
allocation subscription tranche in number of
times (x) the initial allocation

210x to <50x

Minimum percentage of offer 5% 10% 20%
shares allocated to the public
subscription tranche

Issues
Change in investor composition

242. In 1998, when the clawback mechanism was introduced, retail investors contributed to
a significantly higher proportion of cash market activity than they do today. HKEX’s
Members Transaction Survey 1997 states that these investors represented 53% of cash
market trading value. However, their share of trading activity on the Exchange has
decreased, since then, to just 12% in March 2023'%8. Consequently, there may no longer

47 MB Rule 18C.09.

148 Based on the latest data obtained from the Hong Kong Investor ID regime launched in March 2023. See SFC
(7 July 2023), Sustainable and Healthy Ecosystem for the Small-cap Stock Segment of Hong Kong Market
(Speech at HKSI Institute Regulatory Luncheon by Julia Leung, Chief Executive Officer), p.3.
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243.

244,

245.

246.

be as strong a justification for the extent to which the Listing Rules guarantee IPO share
allocation to the public subscription tranche.

Comparison with international requirements

We are not aware of requirements for a minimum allocation of offer shares to retail
investors (or the public) on other international stock exchanges. This is except for the
SGX Mainboard, where issuers must allocate a minimum of 5% of the number or S$50
million in value (whichever is lower) of the offer securities to the public subscription
tranche® (i.e. lower than the minimum initial allocation of 10% of offer shares to the
public subscription tranche in Hong Kong (see paragraph 239)).

We are also not aware of any international stock exchanges with a clawback mechanism.
In 2012, SGX proposed to introduce a clawback mechanism'°. However, SGX decided
not to adopt the proposal as respondents were largely unsupportive. They believed that
a clawback mechanisms":

(a) would increase the uncertainty of allocations to the placing tranche; and

(b) may create an unintended impression, that in a popular IPO, the placing tranche
would be scaled down while, in less popular ones, the placing tranche would serve
the purpose of absorbing unmet demand from public investors.

Impact on price discovery

For the reasons explained above (see paragraphs 194 and 196), participants in the
public subscription tranche are “price takers” in an IPO as they must pay for IPO shares
at the final IPO price and have no power to negotiate that price. Increasing the
proportion of IPO shares allocated to the public subscription tranche, due to the
“clawback” mechanism, increases the risk of an IPO being priced above the price which
most placees accept under the bookbuilding placing tranche.

Lower deal flexibility

The mandatory clawback mechanism reduces the degree of flexibility that a listing
applicant and syndicate members have when deciding on the best offering structure to
meet an issuer's needs. This is because they are required to allocate a greater
proportion of shares to the public subscription tranche, if demand from participants in
that tranche is strong, even though the issuer may not prefer to do so.

149 SGX Mainboard Rule 233A(1).

150 The proposed clawback mechanism would increase the size of the public subscription tranche to 10% of the
offer when the total demand for shares in that tranche is between 15 and 50 times the initial allocation; and to
20% of the offer when demand is over 50 times the initial allocation. See SGX (October 2012), Consultation
Paper on Proposed Initiatives in relation to Offer Structure of Initial Public Offers, Proposal 3.

151 SGX (February 2016), Response to Comments on the Consultation Paper on Proposed Initiatives in relation to
Offer Structure of Initial Public Offers, paragraph 3.1.
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247.

248.

249.

250.

251.

252.

253.

Uncertainty may deter independent institutional investor participation

For the reasons stated above (see paragraph 221), independent institutional investors
contribute strongly to an effective price discovery process. The mandatory clawback
mechanism has the potential of proportionately reducing the allocation of IPO shares to
the placing tranche. This means independent institutional investors have less certainty
they will receive the allocation they have indicated they are willing to purchase (see
paragraph 224), which may deter them from participating in Hong Kong IPOs.

Proposal

We propose to replace the existing minimum allocation of offer shares to the public
subscription tranche with a requirement that a listing applicant (other than a Specialist
Technology Company) must ensure either:

(@) a prescribed allocation of offer shares to the public subscription tranche that
follows the initial allocation and clawback mechanism requirements for Specialist
Technology Companies (see Table 10) (“Mechanism A”); or

(b) a minimum initial allocation of 10% of offer shares to the public subscription
tranche with no clawback mechanism'%? (“Mechanism B”).

Listing applicants adopting Mechanism A will be prohibited from adopting an offering
mechanism that deviates from the prescribed percentages (i.e. the allocation
percentages are fixed instead of minimum) and the minimum triggering thresholds,
unless the Exchange otherwise permits so by way of case-by-case waivers.

Listing applicants adopting Mechanism B will be able to allocate at least 10% of offer
shares, and up to 50% (due to our proposal in Section I1.B to “ring-fence” 50% of offer
shares to the bookbuilding placing tranche), to the public subscription tranche.

Specialist Technology Companies

In the case of Specialist Technology Companies, we propose that they may only adopt
the existing initial allocation and clawback mechanism designed for them, i.e.
Mechanism A.

Rationale
Our proposals aim to address the issues identified above (see paragraph 242 to 247).

Stakeholders recognised that participation by Hong Kong retail investors in an IPO can
support the building of demand for IPO shares and potentially contribute to the post-
listing liquidity of the shares to be listed. However, most were supportive of reducing
the mandatory allocation to the public subscription tranche.

152 For the avoidance of doubt, offer shares may still be reallocated from the placing tranche to the public
subscription tranche subject to the restrictions on Reallocation and PO Over-allocation as explained in Section
11.D in this chapter.
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254.

255.

256.

257.

Some stakeholders preferred removing the clawback mechanism to provide more
certainty of allocation for participants in this tranche and all IPO tranches. Other
stakeholders preferred retaining the clawback mechanism but reducing clawback
percentages to provide additional flexibility to issuers.

We see merit in both approaches and our proposal aims to provide issuers with the
flexibility to choose between these two mechanisms, depending on their circumstances
and market conditions.

Specialist Technology Companies

Due to the inherent difficulty in valuing Specialist Technology Companies (see
paragraph 232), the existing requirements on the offering mechanism for Specialist
Technology Companies is tailored for these issuers to help ensure a robust price
discovery by making a sufficient portion of offer shares available to investors in the
placing tranche who participate in the bookbuilding process'®. We believe that this
should continue to apply to Specialist Technology Companies given the nature of these
companies. Accordingly, we propose to allow them to adopt Mechanism A only.

Impact of our proposal

Under Mechanism A, if the clawback mechanism is triggered, in full, due to high over-
subscription, 15% of the offer will be reallocated from the placing tranche to the public
subscription tranche. To preserve a 50% allocation to the bookbuilding placing tranche
(due to our proposal in Section I1.B to “ring-fence” 50% of the offer to the bookbuilding
placing tranche), there is a possibility that placings to cornerstone investors would have
to be scaled back'®*. An issuer adopting Mechanism A will need to take this into account
when structuring its IPO™°.

153 HKEX (March 2023), Consultation Conclusions on a Listing Regime for Specialist Technology Companies,
paragraph 365.

154 For example, under Mechanism A, up to 15% of the offer could be reallocated from the placing tranche to the
public subscription tranche. As such, the issuer has to cut down on placings to cornerstone investors (by up to
15% of the offer).

155 This means that the issuer may choose to structure its IPO with not more than 30% initial allocation to the
cornerstone placing tranche so that there will be sufficient offer shares under the bookbuilding placing tranche
to be reallocated to the public subscription tranche when the clawback mechanism is triggered.
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Question 11

11.1 Do you agree with the proposal to require issuers to adopt either Mechanism A or
Mechanism B with respect to a minimum allocation of offer shares to the public
subscription tranche (as set out in paragraphs 248 to 250 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
11.2 If your answer to Question 11.1 is “yes”, do you agree with the proposal to require
Specialist Technology Companies to only adopt the existing initial allocation and

clawback mechanism designed for them, i.e. Mechanism A (as set out in paragraph
251 of the Consultation Paper)?

Please give reasons for your views.
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D. Restrictions on Reallocation and PO Over-allocation
Current requirements

258. Certain restrictions apply on the Reallocation'® and/or PO Over-allocation'" as set out
in Table 11 below'®®. Such restrictions aim to minimise the risks of public subscription
tranche investors being “stuffed” with IPO shares at a price that is undesirable to placing
tranche participants (see paragraphs 198 to 200).

Table 11: Current application of restrictions on Reallocation and/or PO Over-allocation

Public subscription tranche

Undersubscribed | Fully subscribed | Oversubscribed
or by 15 times’ or

oversubscribed more
by less than 15

times’
Uil dle sl IPO cannot proceed | Restrictions on Reallocation and/or
o unless shortfall is PO Over-allocation
= taken up by
§ underwriters
o
% SV e No Reallocation or | Restrictions on Clawback
© or PO Over-allocation™ | Reallocation mechanism
= oversubscribed and/or PO Over-
allocation

" Or such minimum triggering threshold of the modified clawback mechanism previously agreed with
the Exchange (if applicable).

TWhere there is insufficient demand in the public subscription tranche to take up the initial allocation,
offer shares may be reallocated from the public subscription tranche to the placing tranche. See MB
Rules Practice Note 18, paragraph 4.2 (GEM Rules Practice Note 6, paragraph 4).

259. The restrictions on Reallocation and PO Over-allocation are as follows '%°:

(@) the Allocation Cap applies such that the maximum number of shares permitted
under the public subscription tranche after Reallocation and/or PO Over-allocation
must be the lesser of:

156 “Reallocation” refers to the reallocation of offer shares from the placing tranche to the public subscription tranche.
157 “PO Over-allocation” refers to the over-allocation of offer shares to the public subscription tranche.

158 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraph 9.

159 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraph 9.
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260.

261.

262.

263.

(i)  double of initial allocation to public subscription tranche (e.g. 20% of the total
offering if the initial allocation of shares to the public subscription tranche is
10% of the total offering); and

(i)  30% of the total offering (before over-allocation) (referred to as the
“Maximum Allocation Cap Percentage Threshold” in this section); and

(b) the offer price must be fixed at the lower of:
(i) indicative offer price or bottom of the offer price range; and

(i) downward adjusted final offer price under the Existing Pricing Flexibility
Mechanism (if adopted).

Issues
Interplay with the clawback mechanism

Our proposal to revise, or remove, the initial allocation to the public subscription tranche
and the clawback mechanism (see paragraph 248 in Section II.C above), if adopted,
would require consequential amendments to be made to:

(a) the triggering conditions under which the restrictions on Reallocation and/or PO
Over-allocation would apply; and

(b) the Maximum Allocation Cap Percentage Threshold.
Proposals
We propose to retain the Allocation Cap.

Subiject to the proposals on minimum allocation of offer shares to the public subscription
tranche (as set out in paragraph 248 of the Consultation Paper) being adopted, we
propose to make consequential amendments to the triggering conditions of the
restrictions on Reallocation and PO Over-allocation, as shown in Table 12 below.

We propose to lower the Maximum Allocation Cap Percentage Threshold (i.e. limb (ii)
of the Allocation Cap as set out in paragraph 259(a)) from 30% to 15%. Accordingly,
pursuant to the revised Allocation Cap, the maximum number of shares permitted under
the public subscription tranche after Reallocation and/or PO Over-allocation shall be the
lesser of:

(a) double the initial allocation to the public subscription tranche; and

(b) 15% of the total offering (before over-allocation).

-79-



Table 12: Proposed application of restrictions on Reallocation and/or PO Over-
allocation

(A) In the case where an issuer adopts Mechanism A (see Section II.C):

Public subscription tranche

Undersubscribed | Fully subscribed | Oversubscribed
or by 10 times’ or

oversubscribed more
by less than 10
times’

Ulale oS dle sl IPO cannot proceed | Restrictions on Reallocation and/or
o unless shortfall is PO Over-allocation
G taken up by
§ underwriters
g SIS sl No Reallocation or | Restrictions on Clawback
s or PO Over-allocation’ | Reallocation mechanism
& oversubscribed and/or PO Over-

allocation

(B) In the case where an issuer adopts Mechanism B (see Section II.C):

Public subscription tranche

Undersubscribed | Fully subscribed or oversubscribed

Uil dlesls 0 IPO cannot proceed | Restrictions on Reallocation and/or
unless shortfall is PO Over-allocation*

taken up by
underwriters

SIS el No Reallocation or
or PO Over-allocation®
oversubscribed

Placing tranche

" Or such minimum triggering threshold of the modified clawback mechanism previously agreed with
the Exchange (if applicable).

T Shares may be transferred from the public subscription tranche to the placing tranche where there is
insufficient demand in the former to take up the initial allocation.

¥ No Reallocation or PO Over-allocation if the initial allocation to the public subscription tranche exceeds
15%.
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Rationale
Retaining the Allocation Cap

264. We believe that the Allocation Cap should be retained to minimise the risk of investors
under the public subscription tranche from being “stuffed” with IPO shares at a price that
is undesirable to placing tranche participants (see paragraphs 198 to 200). The
Allocation Cap will continue to apply under circumstances where:

(@) an IPO is well received by investors under the public subscription tranche but
demand in the placing tranche is weak (i.e. offer shares initially allocated under
that tranche are undersubscribed); or

(b) the over-subscription rate of the public subscription tranche is not high enough to
trigger the clawback mechanism.

265. As illustrated in Table 13 below, in the absence of an Allocation Cap, up to 45% of the
offer could be reallocated from the placing tranche to the public subscription tranche
(resulting in a final allocation of up to 50% of offer shares to the public subscription
tranche). This risk of “stuffing” public investors with IPO shares not taken up by the
placing tranche investors can be mitigated if the Allocation Cap is retained (and modified
as proposed). Reallocation will be limited to a maximum of 5% of the offer (resulting in
a final allocation of up to 10% or 15% of offer shares to the public subscription tranche,
depending on the offering mechanism adopted by the applicant).

Table 13: lllustration of maximum Reallocation with and without an Allocation Cap

IPO tranche Offering mechanism adopted’
Initial allocation Placing 95% 90%

Public subscription 5% 10%
Final allocation (without an Placing 50%" 50%*"
Allocation Cap)

Public subscription 50% 50%

Reallocation 45% 40%
Final allocation (under the  Placing 90% 85%
proposed Allocation Cap)

Public subscription 10% 15%

Reallocation 5% 5%

* See our proposal in Section II.CC.

T This is to preserve a 50% allocation to the bookbuilding placing tranche.

-81-



266.

267.

Rationale for the consequential amendments

Our proposed changes to the application of restrictions on Reallocation and PO Over-
allocation are consequential amendments that are consistent with the changes we
propose to be made to allocations to the public subscription tranche (see Section II.C
above).

Figure 2 below illustrates the rationale for setting the proposed Maximum Allocation Cap
Percentage Threshold at 15%.

Figure 2: Choice of the proposed Maximum Allocation Cap Percentage Threshold

10% 15% 20%
A
Minimum initial Proposed Maximum Proposed maximum final
allocation to the public Allocation Cap allocation to the public
subscription tranche Percentage subscription tranche
under Mechanism B Threshold under Mechanism A

* Whilst the clawback mechanism (under Mechanism A) and the Allocation Cap would not be triggered
at the same time, in order for the Allocation Cap to be effective to prevent investors under the public
subscription tranche from being “stuffed” with unwanted shares under the placing tranche, the Maximum
Allocation Cap Percentage Threshold should not exceed the final allocation to the public subscription
tranche when the clawback mechanism is exercised in full.

268.

269.

Impact of our proposal

Under Mechanism A, under circumstances where restrictions on Reallocation and PO
Over-allocation apply, the effective Allocation Cap will be 10% of the offer (as set out in
paragraph 263(a), being double the 5% initial allocation to the public subscription
tranche).

Under Mechanism B, under circumstances where restrictions on Reallocation and PO
Over-allocation apply:

(a) where the initial allocation to the public subscription tranche is smaller than 15%
of the offer, the effective Allocation Cap will be 15% of the offer (as set out in
paragraph 263(b), being the proposed Maximum Allocation Cap Percentage
Threshold'®%); and

(b) where the initial allocation to the public subscription tranche is larger than 15% of
the offer, no Reallocation or PO Over-allocation will be permitted. This is because

160 This is because double the 10% initial allocation to the public subscription tranche, being 20% of the offer, will
exceed the Maximum Allocation Cap Percentage Threshold of 15%.
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the issuer will already have a relatively large initial allocation to the public
subscription tranche. Further increasing the allocation to the public subscription
tranche may increase the risk of the IPO being mispriced.

Question 12

12.1

12.2

12.3

Do you agree that we should retain the Allocation Cap?

Please give reasons for your views.

If your answer to Question 12.1 is “yes” and subject to the proposals on minimum
allocation of offer shares to the public subscription tranche (as set out in paragraph
248 of the Consultation Paper) being adopted, do you agree with the proposed
consequential amendments to the triggering conditions of the restrictions on
Reallocation and PO Over-allocation (as set out in paragraph 262 of the Consultation
Paper)?

Please give reasons for your views and any alternative suggestions.

If your answer to Question 12.1 is “yes” and subject to the proposals on minimum
allocation of offer shares to the public subscription tranche (as set out in paragraph
248 of the Consultation Paper) being adopted, do you agree with the proposed
consequential amendments to lower the proposed Maximum Allocation Cap
Percentage Threshold from 30% to 15% (as set out in paragraph 263 of the
Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
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270.

271.

272.

Pricing Flexibility Mechanism
Current requirements

Listing applicants and their advisers are expected to “conduct a reasonably robust price
discovery process before determining a realistic indicative offer price or price range of
the offer shares for inclusion in the listing document”'6'. Accordingly in most cases, the
final offer price is set within the indicative price range stated in the prospectus.

However, issuers are permitted to set an offer price below the indicative price range
stated in the prospectus (see Box 4), if they can comply with certain conditions 62,
including:

(a) Price reduction limits:

(i) if an indicative offer price is adopted, the final offer price must not be lower
than 10% below the indicative offer price; and

(i) if an offer price range is adopted, the top of such offer price range must not
be more than 30% above the bottom of that range, and the final offer price
must not be lower than 10% below the bottom of that range.

(b) Enhanced disclosure in the prospectus’es:

(i) a prominent statement on the possibility of the downward adjustment must
be included in the prospectus, application forms and formal notice; and

(i)  the potential impact of the downward adjustment (including change in net
proceeds and use of listing proceeds, impact on future expansion plans,
sufficiency of working capital, cash flow and an appropriate risk factor) must
be disclosed in the prospectus

(referred to as the “Existing Pricing Flexibility Mechanism” in this section).

If a listing applicant wishes to price the final offer price above the indicative offer price
(or the top of the offer price range)'®, it is required to first cancel its IPO and relaunch it
at the revised price alongside a supplemental or new prospectus. It must also give

61 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraph 12.

162 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraphs 13 and 14.

163 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraphs 13 and 14.

164 Also for applicants which (a) have not adopted the Existing Pricing Flexibility Mechanism but decide to lower
the offer price; or (b) have adopted the Existing Price Flexibility Mechanism but the final offer price is more than
10% below the indicative offer price or the bottom of the offer price range (as the case may be).
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investors at least three business days to consider the new information and complete the
requisite settlement processes on FINI'6®,

Box 4: History of the Existing Pricing Flexibility Mechanism

In 2018, the Exchange published guidance to set out the conditions for the Existing Pricing
Flexibility Mechanism. The objective of allowing pricing flexibility for IPOs is to provide an
applicant with additional flexibility in pricing its shares to facilitate the determination of the
optimal price (which reflects the price discovered through the book-building process) after
the close of the public subscription tranche. This mechanism eliminates the costs and time
delays resulting from the need to cancel and relaunch IPOs (which could apply if the IPO is
to be priced outside of range) for IPOs which satisfy the conditions (see paragraph 271).

The Exchange considered that the availability of downward pricing flexibility could address
the concern that some IPOs may be priced at the indicative offer price (or the bottom of the
offer price range) to avoid the costs and delay involved in relaunching the IPO, even though
their bookbuilding process had indicated a lower final price was preferable to the market .

The Exchange did not introduce any upward pricing flexibility under the Existing Pricing
Flexibility Mechanism because, at that time (pre-FINI implementation), investors under the
public subscription tranche were mandatorily required to pay the maximum offer price plus
fees at the time of application. Permitting upward pricing flexibility would have required their
applications to be scaled back, due to insufficient payment of subscription monies.

Issues
Lack of upward pricing flexibility results in additional costs and time delays

273. The Existing Pricing Flexibility Mechanism does not provide upward pricing flexibility.
The procedure involved to price an IPO above the initial offer price range (see paragraph
272) causes significant delays to the applicant’s listing timetable and so may be
unattractive to issuers seeking an IPO.

Reluctance to use downward only pricing flexibility

274. Stakeholders have informed us that listing applicants are reluctant to use the Existing
Pricing Flexibility Mechanism because of the requirement to disclose that they may do
so in the listing document (see paragraph 271(b)). They commented that including such
disclosure may indicate a lack of confidence in the issuer’s ability to price the IPO within
the offer price range or a weak demand for the IPO, and so increases the likelihood of
investors bidding below the offer price range or subscribing only for a small amount in
the IPO.

165 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.14,
paragraphs 15 to 16.

66 This was possible with either the underwriters taking up the undersubscribed shares or placing made to “friends
and families” of the applicants.
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275. These comments are supported by the low frequency of adoption of the Existing Pricing
Flexibility Mechanism by listing applicants. Only 7 out of 68 IPOs'®” on the Main Board
of the Exchange in 2023 (approximately 10%) have included disclosure on a downward
offer price adjustment mechanism in their prospectuses.

276. Some stakeholders believe that more applicants would be willing to use the downward
pricing flexibility if an applicant may also price the IPO upwards.

Limitation of the offer price range as an indicator of the final offer price

277. Stakeholders also commented that the current absence of upward pricing flexibility may
lead to listing applicants setting an initial offer price range with a high maximum offer
price to compensate. The purpose of doing so would be to cover the possibility of having
to price the IPO upward. They considered that giving issuers the flexibility to price their
IPO above the range instead, may result in narrower initial offer price ranges that provide
more certainty as to the final offer price.

278. Other stakeholders considered that providing upward pricing flexibility could result in
issuers abusing the mechanism to raise the offer price to the maximum extent possible.

Comparison with international practices

279. In some jurisdictions (e.g. the UK and Singapore), an offer price range can be disclosed
in a prospectus. However, we are not aware of any mechanism that allows the final offer
price to fall outside that range without the need to issue a supplemental prospectus.

280. Some stakeholders drew our attention to the practice in the US IPO market, where a 20%
upward or downward flexibility on the aggregated deal size is permitted without requiring
additional filings with the Securities and Exchange Commission©8,

Proposals

281. We propose to expand the Existing Pricing Flexibility Mechanism by allowing listing
applicants to adjust the final offer price both upward and downward, after prospectus
publication, by a maximum of:

(@) 10% above the indicative offer price or the top of the offer price range; and/or

(b) 10% below the indicative offer price or the bottom of the offer price range

67 Excluding applications for transfer of listing and listing by introduction.

68 In a US IPO, offer price adjustments could be made by filing an immediately effective registration statement
and including the adjusted price in the final prospectus, if (a) the revised aggregate deal size does not exceed
120% of the aggregate deal size at the maximum price in the preliminary prospectus; or (b) the revised
aggregate deal size is not more than 20% lower than the deal size calculated by the deal size at the minimum
price in the preliminary prospectus.
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283.

284.

285.

286.

287.

288.

(referred to as the “Proposed Pricing Flexibility Mechanism” in this section)®°.

With regards to the initial offer price range, we seek market feedback on whether, if a
listing applicant adopts the Proposed Pricing Flexibility Mechanism, the applicant should:

Option A: continue to be able to set the top of the initial offer price range at not more
than 30% of the bottom of that range; or

Option B: set the top of the initial offer price range at not more than 20% of the bottom
of that range.

We also propose to provide public offer subscribers an option in their subscription
application to “opt-in” in the event of an offer price adjustment (upward, downward, or
both directions) is exercised by the listing applicant under the Proposed Pricing
Flexibility Mechanism (“Proposed Opt-in Arrangement”).

Under the proposal, we would likely enable public offer subscribers to indicate whether
they want to subscribe for shares if the final offer price is adjusted upward, downward,
or in both directions, in their application by indicating so in the application form. If they
do not want to opt-in, their application would not be included for allocation and balloting
if the listing applicant adjusts its price pursuant to the Proposed Pricing Flexibility
Mechanism. We will provide more details on the mechanism for doing so if our proposal
receives market support.

Where a listing applicant adopts the Proposed Pricing Flexibility Mechanism that
provides for an upward pricing flexibility, we propose to require the listing applicant to
include similar prospectus disclosures that are applicable to a downward pricing
flexibility mechanism (see paragraph 271(b)).

Rationale

Our proposal aims to address the issues set out above (see paragraphs 273 to 279) and
strike an appropriate balance between providing flexibility to listing applicants to respond
to unexpected market conditions or demand, while providing meaningful guidance to
investors in determining whether to participate in an IPO.

We propose to adopt an offer price adjustment limit of only 10% in both directions
(instead of 20% as in the case of the US) to help ensure that the initial offer price range
can give a meaningful indication of the final offer price.

The Proposed Opt-in Arrangement would provide public offer subscribers with the
flexibility to decide whether or not to participate in the pricing flexibility mechanism
according to their risk appetite and allow them to exit from participating from an IPO if
the valuation of the listing applicant under the adjusted offer price would no longer be
within their expectation.

69 We intend to provide greater flexibility for listing applicants to devise their own pricing flexibility mechanism
which will allow it to adjust the final offer price either upward, downward, or in both directions.
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Impact of our proposals

Effects on offer price range and offer size

289. The potential effects of our proposals on offer price ranges are illustrated in Table 14
below assuming an IPO with an initial offer price range of HK$1.0 to HK$1.3.

Table 14: lllustration of the effect of the Proposed Pricing Flexibility Mechanism on the
final offer price range'”®

Existing Pricing
Flexibility Mechanism

Proposed Pricing Flexibility Mechanism

Option A Option B

As a % of As a % of As a % of
the low- the low- the low-
end offer end offer end offer
price price price
Before 1.0t01.3 30%  1.0to1.3 30% | 1.0to1.2 20%
adjustment
After 09t01.3 44% | 0.9t01.43 59% | 0.9to 1.32 47%
adjustment

290. Our proposal will also impact the range of IPO aggregate sizes. The Exchange’s current
guidance materials'' permit issuers to include in their IPO an offer size adjustment
option'"2 in the prospectus, which can increase the number of shares to be issued at
IPO by not more than 15% of the total number of shares initially available under the

offering.

201.

Under our proposal, if such offer size adjustment option is adopted, an issuer could

increase the aggregate offer size by a maximum of 26.5% (as a percentage of the top
of the offer size range)'”® or reduce the aggregate offer size by a maximum of 10% (as
a percentage of the bottom of the offer size range)'“.

170 On the assumption that the listing applicant adopts an initial offer price range of HK$1.0 to HK$1.3 in its IPO.

171 Company B (2003), Annex A.18, Guide for New Listing Applicants.

72 Such offer size adjustment option is to be distinguished from an over-allotment option. The latter is mainly used
for price stabilization purposes and is also subject to a 15% limit (Company A (2001), Annex A.18, Guide for
New Listing Applicants).

73 Where the issuer exercises the proposed upward pricing flexibility mechanism (maximum 10% upward
adjustment in offer price) and the offer size adjustment option (maximum 15% upward adjustment in number of

offer shares).

74 Where the issuer exercises the downward pricing flexibility mechanism (maximum 10% downward adjustment

in offer price).
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2902.

293.

204,

Consequential amendments to FINI

Since the launch of FINI, public offer subscription monies are settled only after pricing
and balloting. This means that public offer subscribers are no longer required, by the
Exchange, to settle their subscription amount before they have been successfully
allotted IPO shares'.

For public offer subscribers who have elected to opt-in to any potential upward pricing
adjustment at the application stage, they will not be required, by the Exchange, to pre-
pay the subscription amount based on the adjusted top price under FINI'78,

The implementation of the Proposed Pricing Flexibility Mechanism and the Proposed
Opt-in Arrangement is subject to certain consequential amendments being made to the
IPO settlement workflow under FINI'?7. If the pricing flexibility proposals in this section
of this paper are supported, we will provide further details on how the IPO settlement
workflow will be revised to accommodate the implementation of our proposals.

13.1

13.2

13.3

13.4

Question 13

Do you agree that the Existing Pricing Flexibility Mechanism should be amended to
include upward pricing flexibility?

Please give reasons for your views and any alternative suggestions.
If your answer to Question 13.1 is “yes”, do you agree with our proposals to adopt an

offer price adjustment limit of 10% in both directions (as set out in paragraph 281 of
the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
If your answer to Question 13.1 is “yes”, in respect of the initial offer price range, would
you prefer adjustment to be made:

(a) up to 30% of the bottom of that range (as set out in Option A of paragraph 282
of the Consultation Paper); or

(b) up to 20% of the bottom of that range (as set out in Option B of paragraph 282
of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
If your answer to Question 13.1 is “yes”, do you agree with the Proposed Opt-in
Arrangement (as set out in paragraphs 283 to 284 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

175 Except for public subscription tranche investors applying for shares through the e-White channel. In addition,
although pre-funding is not a requirement under FINI, we understand that certain brokers may require its clients
to demonstrate sufficient funding regarding their application in an IPO.

176 1bid.

177 FINI Information Pack, FAQ B1.
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13.5 If your answer to Question 13.1 is “yes”, do you agree with our proposal to extend the
current disclosure requirements (as set out in paragraph 285 of the Consultation
Paper)?

Please give reasons for your views and any alternative suggestions.
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CHAPTER 2: OTHER RULE AMENDMENTS

295.

296.

207.

298.

299.

We propose to make minor amendments to the Listing Rules to: (a) provide greater
clarity; (b) codify current practices; and (c) reflect consequential changes following our
proposed requirements (as set out in Chapter 1 of this paper). These proposed minor
amendments are set out in Sections | to Il in this Chapter.

We have also taken the opportunity to make housekeeping amendments to the Listing
Rules. These amendments do not involve a change in policy direction and correct
clerical errors and/or update outdated references.

The draft Rule amendments are set out in Appendices | and Il to this paper.

Placing Guidelines

Current requirements

The Placing Guidelines (Appendix F1 to the Main Board Listing Rules) set out criteria
that apply to the placing of a class of securities new to listing by a new applicant or a
listed issuer'”® to ensure that:

(a) distribution to the placing tranche is as wide as possible to independent investors
who represent genuine demand for securities in a new applicant or a listed issuer;

(b) such distribution is not frustrated by the allocation of securities to Exchange
Participants and their associates; and

(c) any person cannot take advantage of their position to allocate or withhold a
material amount of securities for their own benefit at the expense of other placees
and the public.

Other than the requirement on the adequate spread of placees (as discussed in Section
I1.B of Chapter 1 above), the Placing Guidelines include, amongst others, the following
requirements:

(@) Minimum placing amount: the expected initial market value of the securities to be
placed must not be less than HK$25 million'";

178 For the purpose of this section, in the case of a new applicant that is a PRC issuer, the reference to a “class of
securities new to listing” will be modified to mean H shares for which listing is sought.

79 Appendix F1 to MB Rules, paragraph 1.
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300.

301.

302.

303.

(b) Placing cap on “discretionary managed portfolios”: not more than 25% of the total
placing may be allocated to “discretionary managed portfolios”'®; and

(c) Placing restriction on overall coordinators, syndicate members and distributors:
where there is public demand, no overall coordinator, syndicate member or
distributor may retain more than 5% of the shares comprising the total placing®'.

GEM applicants are required to comply with the Placing Guidelines in the Main Board
Listing Rules, where applicable 82,

Issue

The Placing Guidelines were introduced in 1986. The current Placing Guidelines are
based on the version published in 1989. Consequential amendments to the Placing
Guidelines and related Main Board Listing Rules and GEM Listing Rules are necessary
to:

(a) ensure that the requirements reflect regulatory developments over time and our
current vetting practice;

(b) streamline the relevant requirements, so that such requirements are easy to
understand and have a clear purpose; and

(c) align the language used in the Main Board Listing Rules and GEM Listing Rules
for consistency.

Proposals

We propose to remove the requirement regarding the adequate spread of placees as
discussed in Section II.B of Chapter 1 above.

We also propose to:

(a) repeal the minimum threshold of HK$25 million to be placed. This threshold aligns
with the minimum market capitalisation that had to be held by the public in the
1989 version of the Rules (HK$100 million) and public float requirements (25%) at
the time. We consider this threshold to be no longer necessary. The allocation
proposals set out in this paper (see Section II.B of Chapter 1) should be sufficient
to ensure a minimum placement amount;

(b) repeal the provision that not more than 25% of the total placing may be allocated
to discretionary managed portfolios. This was introduced in 1989 to ensure that

80 Appendix F1 to MB Rules, paragraph 6. A “discretionary managed portfolio” refers to a fund of investments, the
contents of which are kept under review by an Exchange Participant or any member of the group of which such
Exchange Participant is a part which has authority to effect or arrange for the effecting of transactions for the
fund at its discretion.

81 Appendix F1 to MB Rules, paragraph 8.

82 FAQ 1 of Annex B.8 of the Guide for New Listing Applicants.

-92 -


https://en-rules.hkex.com.hk/sites/default/files/net_file_store/B.8_Placing-related_Matters.pdf

securities are allocated to independent and genuine investors. This objective is
now largely achieved by: (i) other provisions in the Placing Guidelines (as
revised)'®; and (ii) the conditions and restrictions as set out in our guidance'®;

(c) codify the placing restriction on overall coordinators, syndicate members and
distributors in the Placing Guidelines'® to reflect the Exchange’s current vetting
practice as set out in our guidance '%;

(d) revise the definition of “Connected Client” under the Placing Guidelines to
streamline the definition'®;

(e) specify that the requirements under the Placing Guidelines (as revised)'® also
apply to placings of securities of a class new to listing by listed issuers; and

(f)  revise various provisions in Chapter 10 of the GEM Listing Rules to align them
with the language and requirements of the Main Board Listing Rules (including the
Placing Guidelines), as necessary.

304. Details of the proposed amendments are set out in Appendices | and Il to this paper.

Question 14

Do you agree with our proposals to make consequential and housekeeping amendments to
the Placing Guidelines (as set out in paragraphs 302 and 303 of the Consultation Paper and
Appendices | and Il to the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

83 Appendix F1 to MB Rules, paragraphs 1C and 8 (as set out in Section B of Appendix | to this paper).
184 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.15.
185 Appendix F1 to MB Rules, paragraph 8 (as set out in Section B of Appendix | to this paper).

186 HKEX (January 2024) (Last updated September 2024), Guide for New Listing Applicants, Chapter 4.15,
paragraph 7. In practice, no overall coordinator, syndicate member or distributor may retain any shares under
the offer unless the offer is not fully subscribed and the underwriters are required to take up the unsubscribed
shares pursuant to their underwriting obligation or a written consent is granted by the Exchange.

187 Key amendments (as set out in Section B of Appendix | to this paper) include, but are not limited to,(i) the
expansion of the scope in paragraph 1B(2) to cover any non-employee account executive (or any other person
with or otherwise acting in similar capacity) of an Exchange Participant; and (ii) the removal of the reference to
“close relative” in paragraph 1B(6) and clarification of the Exchange’s current vetting practice, which covers
“family member” as well as “majority-controlled company” of such family member (both as defined in Chapter
14A).

88 Appendix F1 to MB Rules, paragraph 15 (as set out in Section B of Appendix | to this paper).
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305.

306.

307.

308.

Consequential Rule Amendments

Bonus Issues of a Class of Securities New to Listing

Current requirement

The Listing Rule requirement for a minimum spread of securityholders and the cap on
the percentage of securities held by the three largest securityholders, at the time of
listing, does not apply where the following conditions are met'®°:

(a) the securities are options, warrants or similar rights to subscribe for or purchase
shares (i.e. “equity warrants”);

(b) the securities are offered to existing holders of a listed issuer’s shares by way of
bonus issue; and

(c) inthe five years preceding the date of the announcement on the proposed bonus
issue, there are no circumstances to indicate that the shares of the issuer may be
concentrated in the hands of a few shareholders.

Proposal

We propose that the initial public float requirement (see Section 1.B.1 of Chapter 1)
should also be disapplied for a bonus issue of a new class of securities involving equity
warrants, if the conditions set out in paragraphs 305(a) to 305(c) above are met.

Rationale

Since the new class of equity warrants is distributed as a bonus issue pro rata to existing
shareholders, there should be no need to impose additional distribution requirements
(including public float requirements).

Our proposal will mean that:

(a) the existing exemptions for bonus issues of a new class of securities involving
equity warrants will continue to apply to the requirements for a minimum spread of
securityholders and the cap on the percentage of securities held by the three
largest securityholders (see paragraph 305); and

(b) the same exemption will be extended to the application of initial public float
thresholds as a consequential amendment. This is because the proposed initial
public float requirement (see paragraph 79) will cover all equity securities, which
include equity warrants.

89 MB Rules 8.08(2) and 8.08(3) (GEM Rules 11.23(3)(b) and 11.23(8)).
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Question 15

Do you agree with our proposal to disapply the proposed initial public float requirement in
the case of a bonus issue of a new class of securities involving options, warrants or similar
rights to subscribe for or purchase shares (as set out in paragraph 306 of the Consultation
Paper)?

Please give reasons for your views and any alternative suggestions.
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B. Statement of Minimum Public Float in Listing Document
Current requirement

309. Anissuer with, or seeking, a GEM listing must state the minimum prescribed percentage
of public float applicable to securities for which listing is sought in its listing document'.
Issue

310. There is no equivalent provision for issuers with, or seeking, a Main Board listing.
Proposal

311. We propose to add new provisions to Appendices D1A and D1B to the Main Board
Listing Rules to specify that the listing document must include a statement of the
minimum prescribed percentage of public float applicable to the securities for which
listing is sought®".
Rationale

312. The proposal will reflect our current practice and align listing document disclosure
requirements as set out in the Main Board and GEM Listing Rules.

Question 16

Do you agree with our proposal to add new provisions under Appendices D1A and D1B to
the Main Board Listing Rules to require disclosure of the minimum prescribed percentage
of public float in listing documents (as set out in paragraph 311 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

190 Appendix D1A to GEM Rules, paragraph 14(4); and Appendix D1B to GEM Rules, paragraph 9(4).

91 MB Rule 8.08.
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C. Exceptions for Secondary Listings of Overseas Issuers
Current requirement

313. The Exchange exempts or waives certain requirements of the Listing Rules for overseas
issuers with, or seeking, a secondary listing on the Exchange'®2.
Issue

314. Overseas issuers that has, or is seeking, a secondary listing on the Exchange are not
required to comply with MB Rule 8.08 (prescribed percentage of public float only).
Proposal

315. We propose to add a new exception such that MB Rule 8.08A (free float) would not apply
to such issuers.
Rationale

316. Since the public float requirement does not apply to overseas issuers that has, or is
seeking, a secondary listing on the Exchange, there should be no need to require them
to comply with free float requirement.

Question 17

Do you agree with our proposal to waive the initial free float requirement for overseas
issuers that have, or are seeking, a secondary listing on the Exchange (as set out in
paragraph 315 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

192 MB Rule 19C.11.
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D. Minimum Market Value of H Shares

Current requirement

317. For new applicants that are PRC issuers, the H shares they list on the Exchange must
also have an expected market value at the time of listing of at least HK$50 million %3,

Issue

318. As set out in Section .A.1 (see paragraph 47), we propose to clarify that the HK$125
million (GEM: HK$45 million) represents market value requirement for securities held by
the public'®* to set the minimum market value of shares for which listing is sought on the
Exchange. This means that the minimum market value requirement for H shares as set
out above (in paragraph 317) will no longer be meaningful.

Proposal

319. We propose to repeal the minimum HK$50 million requirement for the H shares of new
applicants that are PRC issuers'® (see paragraph 317).

Question 18

Do you agree with our proposal to repeal the requirement that PRC issuers list H-shares
that have an expected market value, at the time of listing, of HK$50 million (as set out in
paragraph 319 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

193 MB Rules 8.09(3) and 19A.13B.
194 MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).
195 MB Rule 19A.13B.
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320.

321.

322.

323.

324.

325.

Mandatory Public Offer Requirement for GEM issuers
Current requirements

GEM listing applicants are currently required to include an offering to the public of not
less than 10% in an IPO"%,

There is no equivalent requirement for Main Board listing applicants under the Listing
Rules. The Exchange may not permit a Main Board listing applicant to be listed by way
of placing if there is likely to be significant public demand for the securities'’.

Background

The mandatory public offering requirement for GEM listing applicants was introduced in
February 2018. Prior to February 2018, GEM listing applicants were able to list by way
of placing only.

The introduction of a mandatory public offering requirement was to ensure an open
market existed in the shares of GEM issuers and that holdings in their shares would not
be concentrated among a small group of shareholders'®. The requirement was
introduced to address the concern that the lack of an open market could result in shares
not being available to freely trade on the Exchange, which in turn can cause higher price
volatility in share prices.'®.

Issues

As set out in Section II.C of Chapter 1 (see paragraph 248), we propose to replace the
existing minimum allocation of offer shares to the public subscription tranche with a
requirement that a listing applicant may adopt either Mechanism A or Mechanism B.
This means that both Main Board and GEM listing applicants (other than Specialist
Technology Companies) will be required to adopt either one of the offering mechanisms,
if that proposal is supported.

Proposal

Subject to the proposals on minimum allocation of offer shares to the public subscription
tranche (as set out in paragraph 248 of the Consultation Paper) being adopted, we
propose to make a consequential amendment to give GEM listing applicants the choice
of public subscription tranche allocation mechanisms as set out in Section II.C of
Chapter 1.

1% GEM Rule 10.11A.

%7 MB Rule 7.10.

198 HKEX (December 2017), Consultation Conclusions on the Review of the Growth Enterprise Market (GEM) and
Changes to the GEM and Main Board Listing Rules, paragraph 80.

199 1bid.
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Rationale

326. Our proposal aims to provide equal flexibility for GEM issuers to adopt either Mechanism
A or Mechanism B for their offering structure as provided to Main Board issuers.

327. Also, whichever mechanism is chosen, at least 5% of offer shares would be allocated to
the public subscription tranche, which is consistent with the introduction of a mandatory
public offering requirement for GEM listing applicants in February 2018.

Question 19

Subiject to the proposals on minimum allocation of offer shares to the public subscription
tranche (as set out in paragraph 248 of the Consultation Paper) being adopted, do you
agree with the proposed consequential amendment to enable GEM listing applicants to
choose either Mechanism A or Mechanism B (as set out in paragraph 325 of the
Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
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328.

329.

330.

331.

332.

333.

Other Rule Amendments

Determination of Market Capitalisation for New Listing
Applicants

Current requirement

Where a new applicant has other class(es) of securities apart from the class for which
listing is sought on the Exchange, the Rules state that the expected issue price of the
securities for which listing is sought must be used as the basis for the calculation the
market value of that class and the issuer’s other class(es) of securities that are unlisted,
or listed on other regulated market(s)?.

There is no equivalent GEM Listing Rule provision on the basis for determining the
market value of other class(es) of securities for a new applicant.

Issues

The A shares of a PRC issuer listed on a PRC stock exchange can have a different price
to that of its H shares listed on the Exchange. This is because of the non-fungibility
between A shares and H shares and the different market characteristics of the stock
exchanges (such as different market environments and groups of investors). A shares
often trade at a higher price than H shares, resulting in an “A/H premium”2°',

The Exchange will aggregate the total value of an issuers’ classes of securities to
determine the issuer's market capitalisation. If the expected issue price of a PRC
issuer’s H shares alone is used to calculate the market capitalisation of an A+H issuer,
due to the A/H premium, the issuer’'s market capitalisation will likely be undervalued.

In practice, the Exchange calculates the expected market capitalisation of an A+H issuer
taking into account the trading price of A shares with respect to the A shares it has in
issue, and the expected offer price of H shares to be listed on the Exchange with respect
to the H shares it expects to issue.

Proposals

We propose to amend the Listing Rules?® to state that for the purpose of calculating the
expected market capitalisation of a new applicant, the expected issue price of the shares
for which listing is sought will be used as a basis for determining the market value of

200 MB Rule 8.09A.

201 Based on the Hang Seng Connect China AH Premium Index (link), as of the end of October 2024, the premium
of A shares over H shares was, on average, 44.37%. This index tracks the average price difference of A shares
over H shares for the most liquid Chinese companies with both A share and H share listings, which are eligible
for Northbound and Southbound trading under the Stock Connect programme.

202 See MB Rules 8.09A and 19A.13D (Note 12 to GEM Rule 11.23, and GEM Rule 25.07C) (as set out in
Appendices | and Il to this paper).
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shares that are unlisted. This will apply to new applicants that have other classes of
shares apart from the class for which listing is sought or are PRC issuers.

334. The Exchange will issue guidance on how it will determine the market value of shares
of a new applicant which are listed on other regulated market(s) (e.g. for the purpose of
determining the market value of A shares listed on a PRC stock exchange).

335. We will also introduce an equivalent GEM Listing Rule provision on the basis for
determining the market value of other class(es) of shares for a new applicant to better
align the requirements under the Main Board and GEM Listing Rules.

Rationale

336. The above approach will provide clarity for PRC issuers on the basis for calculation of
market capitalisation at listing.

Question 20

20.1 Do you agree with our proposals on the determination of market capitalisation for new
applicants that have other classes of shares apart from the class for which listing is
sought or are PRC issuers (as set out in paragraph 333 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
20.2 Do you agree with our proposal to introduce an equivalent GEM Listing Rule provision

on the basis for determining the market value of other class(es) of shares for a new
applicant (as set out in paragraph 335 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.
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337.

338.

339.

Listing Notice
Current requirement

The Listing Rules set out the scenarios when a formal notice must be published on the
date of issue of the listing document?®®, These scenarios include:

(a) an offer for subscription or an offer for sale;

(b) a placing by or on behalf of a new applicant where 25% or more (GEM: 20% or
more) of the amount placed is made available directly to the general public; and

(c) a placing by or on behalf of a listed issuer of securities of a class new to listing
where 25% or more (GEM: 20% or more) of the amount placed is made available
directly to the general public.

Issue
The percentage references in such requirements are no longer applicable.
Proposal

We propose to amend the Listing Rules?** to require a formal notice to be published on
the date of issue of a listing document for offers or placings by or on behalf of a new
applicant or listed issuer where any amount placed is made available directly to the
general public , without any reference to minimum placing amounts to the general public.

Question 21

Do you agree with our proposal to amend the Listing Rules (MB Rule 12.02 (GEM Rule
16.07)) to require issuers to publish a formal notice on the date of issue of a listing document
for offers or placings where any amount placed is made available directly to the general
public (as set out in paragraph 339 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

203 MB Rule 12.02 (GEM Rule 16.07).

204 MB Rule 12.02 (GEM Rule 16.07)
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340.

341.

342.

343.

344,

345.

SPAC Warrants and Successor Company’s Warrants
Current requirements
Open market requirements for Successor Company’s warrants

Under existing requirements, the Successor Company of a SPAC must meet all open
market requirements applicable to a new listing, subject to the modification that the
minimum number of 300 shareholders of MB Rule 8.08(2) is modified to 100
Professional Investors at the time of listing of the Successor Company?2°,

These open market requirements (as modified) 2% apply to both the shares and warrants
of a Successor Company upon the company’s listing.

Minimum market value for SPAC Warrants and Successor Company’s warrants

In the case of options, warrants or similar rights to subscribe or purchase securities for
which listing is sought, the expected market capitalisation at the time of listing must, in
the case of both new applicants and listed issuers, be at least HK$10 million (GEM:
HK$6 million)2°7.

This minimum market value requirement applies to SPAC Warrants and Successor
Company’s warrants at the time of their respective listings.

Issues
Open market requirements for Successor Company’s warrants

A Successor Company typically issues warrants to replace SPAC Warrants upon
completion of the De-SPAC Transaction. In such cases, the Successor Company will
have no control over the spread of warrant holders at the time of its listing. This will be
the result of dealings in SPAC Warrants prior to the completion of the De-SPAC
Transaction. The number of warrants in issue may also have been reduced by
redemptions (e.g. following a redemption offer, if such a right is provided to the holders
of the SPAC Warrants, as part of the De-SPAC Transaction).

For this reason, we believe that the Listing Rule open market requirements?°® should not
apply to Successor Company’s warrants.

205 MB Rule 18B.65 and Note to that Rule.

206 Other open market requirements include the requirement of MB Rule 8.08(1) in respect of public float at listing
and the requirement of MB Rule 8.08(3) that not more than 50% of the securities in public hands at the time of
listing can be beneficially owned by the three largest public shareholders.

207 B Rule 8.09(4) (GEM Rules 11.23(3)(a)(i) and 11.23(3)(b)(i)).

208 MB Rule 8.08 (as modified by MB Rule 18B.65)
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346.

347.

348.

349.

Minimum market value for SPAC Warrants and Successor Company’s warrants

SPAC Warrants are issued to subscribers of SPAC Shares at the time of the SPAC’s
initial listing to compensate them for the lack of return on their investment until a De-
SPAC Transaction occurs. They are commonly viewed as a form of “sweetener” to these
SPAC IPO investors?®. These warrants do not have an issue price and are usually only
exercisable upon completion of a De-SPAC Transaction and priced “out of the money”.
Accordingly, it is difficult to determine their market value upon listing.

Successor Company’s warrants issued to replace SPAC Warrants upon completion of
a De-SPAC Transaction are typically issued for free to holders of the SPAC Warrants.
The market value of these warrants is beyond the SPAC and the Successor Company’s
control.

For the above reasons, the Exchange believes that SPAC Warrants, and Successor
Company’s warrants issued to replace SPAC Warrants, should not be subject to any
minimum initial market value requirement.

Proposals
We propose to amend Chapter 18B of the Main Board Listing Rules so that:

(@) the open market requirements of MB Rule 8.08 do not apply to Successor
Company’s warrants; and

(b) the minimum market value requirement of MB Rule 8.09(4) does not apply to
SPAC Warrants and Successor Company’s warrants.

221

22.2

Question 22

Do you agree with our proposal to amend Chapter 18B of the Main Board Listing Rules
so that the open market requirements of MB Rule 8.08 do not apply to Successor
Company’s warrants (as set out in paragraph 349(a) of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

Do you agree with our proposal to amend Chapter 18B of the Main Board Listing Rules
so that the minimum market value requirement of MB Rule 8.09(4) does not apply to
SPAC Warrants and Successor Company’s warrants (as set out in paragraph 349(b)
of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

209 HKEX (September 2021), Consultation Paper on Special Purpose Acquisition Companies, paragraph 22.
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D. Allocation of Shares in Specialist Technology Companies
Current requirement

350. At least 50% of the total number of shares offered in the IPO (excluding any shares to
be issued pursuant to the exercise of any over-allotment option) of a Specialist
Technology Company must be taken up by independent price setting investors in the
placing tranche (whether as Cornerstone Investors or otherwise)?'°.
Issue

351. In certain circumstances, the total number of shares offered in the IPO may change after
publication of a prospectus. For example, the exercise of an offer size adjustment option
may increase the total number of shares on offer.
Proposal

352. We propose to amend MB Rule 18C.08 so that the 50% minimum requirement is to be
determined by reference to the total number of shares initially offered in the IPO.
Rationale

353. Our proposal would mean that the 50% minimum requirement would be determined by
reference to the total number of shares on offer as disclosed in the issuer’s prospectus,
which is prior to the exercise of any over-allotment option or offer size adjustment
option?'". This is in line with the determination of percentage allocation to the
bookbuilding placing tranche in our proposal in Section II.B of Chapter 1 (see paragraph
228).

Question 23

Do you agree with our proposal to amend MB Rule 18C.08 so that the 50% minimum
requirement is to be determined by reference to the total number of shares initially offered
in the IPO (as set out in paragraph 352 of the Consultation Paper)?

Please give reasons for your views and any alternative suggestions.

210 MB Rule 18C.08.

211 For the purpose of this requirement, only those shares that are allocated to independent price setting investors
in the placing tranche would be counted.
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DEFINITIONS

TERM DEFINITION

“A share issuer”

a PRC issuer that has A shares listed on a PRC stock exchange

“A shares” domestic shares of a PRC issuer that are listed on a PRC stock
exchange

“A+H issuer” an issuer that is both an A share issuer and an H share issuer

“ADR” American depositary receipt

“ADS” American depositary share

“Allocation Cap”

the maximum number of shares permitted under the public
subscription tranche after Reallocation and/or PO Over-allocation,
as part of the restrictions that would apply under circumstances set
out in paragraphs 8 and 9 of Chapter 4.14 of the Guide for New
Listing Applicants, which shall be the lesser of:

(a) double the initial allocation to the public subscription tranche;
and

(b) 30% of the total offering (before over-allocation)

Note. See also Section II.D of Chapter 1 of this paper.

“ASX!,

Australian Securities Exchange

“Biotech Company”

as defined in MB Rule 18A.01

“bookbuilding
placing tranche”

the part of the placing tranche not taken up by cornerstone
investors in an IPO

“CCASS”

the Central Clearing and Settlement System operated by HKSCC

“Consultation
Paper”

this Consultation Paper on Proposals to Optimise Price Discovery
and Open Market Requirements

“clawback
mechanism”

a mechanism to increase the size of the public subscription tranche
by reallocating offer shares from the placing tranche to that tranche
in the case of an excess demand for offer shares

“close associate”

as defined in MB Rule 1.01 (GEM Rule 1.01)

- 107 -



TERM DEFINITION

“core connected
person” or “CCP”

as defined in MB Rule 1.01 (GEM Rule 1.01), as follows:

(a) for a company other than a PRC issuer, or any subsidiary of a
PRC issuer, means a director, chief executive or substantial
shareholder of the company or any of its subsidiaries or a
close associate of any of them; and

(b) fora PRC issuer, means a director, supervisor, chief executive
or substantial shareholder of the PRC issuer or any of its
subsidiaries or close associate of any of them

“cornerstone
investor”

an investor in an IPO to whom offer shares are preferentially
placed with a guaranteed allocation irrespective of the final offer
price

“cornerstone
placing tranche”

offer of securities in an IPO for subscription by cornerstone
investors

“CSRC”

China Securities Regulatory Commission

“De-SPAC
Transaction”

as defined in MB Rule 18B.01

“domestic shares”

shares of a PRC issuer which are subscribed for in Renminbi

“equity securities
or “securities”

shares (including preference shares, depositary receipts and
treasury shares), convertible equity securities and options,
warrants or similar rights to subscribe or purchase shares or
convertible equity securities, but excluding interests in a Collective
Investment Scheme (as defined in Part | of Schedule 1 to the SFO)

“Existing Pricing

a mechanism that, under existing requirements, allows a listing

Flexibility applicant to reduce the offer price by not more than 10% from the

Mechanism” indicative offer price or offer price range after the close of the public
subscription tranche
Note. Paragraph 13 of Chapter 4.14 of the Guide for New Listing
Applicants

“Exchange As defined in Rule 1.01, being a person:

Participant”

(a) who, in accordance with the Rules of the Exchange, may trade
on or through the Exchange; and

(b) whose name is entered in a list, register or roll kept by the
Exchange as a person who may trade on or through the
Exchange
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TERM DEFINITION

[13 FCA”

Financial Conduct Authority in the UK

“FINI”

Fast Interface for New Issuance, an online platform operated by
HKSCC for admission to trading and, where applicable, the
collection and processing of specified information on subscription
in and settlement for all initial public offerings

“FINI Information
Pack”

FINI Information Pack, as published by the Exchange and
amended from time to time

“free float” means securities of an issuer that are not subject to any disposal
restrictions upon listing
Note. See also Section |.C of Chapter 1 of this paper.

“GEM” GEM operated by the Exchange

“GEM Listing Rules”
or “GEM Rules”

Rules Governing the Listing of Securities on GEM

“H share full
circulation
programme”

a programme launched by the CSRC in November 2019 that
enables non-tradeable shares of H share companies to be
converted into tradeable shares in Hong Kong, subject to certain
approvals and procedures as set out in the Guidelines on Applying
for “Full Circulation” of Unlisted Domestic Shares of H-share Listed
Companies

“H share issuer”

a PRC issuer that has H shares listed on the Exchange

“H shares” shares of a PRC issuer that are listed on the Exchange

“HKEX” Hong Kong Exchanges and Clearing Limited

“HKSCC” Hong Kong Securities Clearing Company Limited, a wholly-owned
subsidiary of Hong Kong Exchanges and Clearing Limited

“1PO” initial public offering

“issuer with other
share class(es)
listed overseas”

an issuer with, apart from the class of shares for which listing is
sought on the Exchange, one class of shares or more that are
listed on other regulated market(s)

“Listing Rules” or
“Rules”

the Main Board and GEM Listing Rules

“LSE”

London Stock Exchange plc
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TERM DEFINITION

“Main Board” the main board of the Exchange

“Main Board Listing Rules Governing the Listing of Securities on The Stock Exchange
Rules” or “MB of Hong Kong Limited
Rules”

“Mainland China” or for the purpose of this paper, means the PRC, other than the

“Mainland” regions of Hong Kong, Macau and Taiwan
“Maximum the absolute threshold (currently 30%), expressed as a percentage
Allocation Cap of the total offering (before over-allocation), in the second limb of
Percentage the Allocation Cap
Threshold”
Note. See paragraph 259(a) in Section I.D of Chapter 1 of this
paper.
“Mechanism A” the proposed offering mechanism that requires a prescribed

allocation of offer shares to the public subscription tranche that
follows the initial allocation and clawback mechanism
requirements for Specialist Technology Companies

Note. See paragraph 248(a) in Section I.C of Chapter 1 of this
paper.

“Mechanism B” the proposed offering mechanism that requires a minimum initial
allocation of 10% of offer shares to the public subscription tranche
with no clawback mechanism

Note. See paragraph 248(b) in Section II.C of Chapter 1 of this

paper.
“Minimum 15% (a) in the case of a PRC issuer with shares apart from the H
Threshold” shares for which listing is sought, the requirement of MB Rule

19A.13A (GEM Rule 25.07A) that the issuer's H shares (for
which listing is sought) must represent at least 15% of its total
number of issued shares (excluding treasury shares); or

(b) in the case of an issuer with one class of securities or more
apart from the class of securities for which listing is sought,
the requirement of MB Rule 8.08(1)(b) that the class of
securities for which listing is sought must not be less than 15%
of the issuer's total number of issued shares (excluding
treasury shares)

Note. See paragraph 156 in Section [.D.1 of Chapter 1 of this
paper.
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TERM DEFINITION

“Nasdaq” The Nasdaq Stock Market LLC

“Northbound” the trading of Shanghai Stock Exchange securities or Shenzhen
Stock Exchange securities by Hong Kong and overseas investors
through the Stock Connect programme

“NYSE” The New York Stock Exchange

“OTC” over-the-counter

“other listed shares” for a PRC issuer, means shares of the PRC issuer in the class to
which H shares belong that are listed on other regulated market(s),
such as A shares

“other prescribed PRC issuers with other listed shares but not an A+H issuer (i.e. a
types of issuers” PRC issuer with other listed shares listed on overseas regulated
market(s)), and issuers with other share class(es) listed overseas

“placee” an investor in an IPO to whom offer shares are placed under the
placing tranche

“Placing Guidelines” the Placing Guidelines for Equity Securities that form Appendix F1
to the Main Board Listing Rules

“placing tranche” offer of securities in an IPO for subscription by persons selected or
approved by the issuer or intermediary which, for the purpose of
this paper, comprises the cornerstone placing tranche and the
bookbuilding placing tranche

“PO Over- over-allocation of offer shares to the public subscription tranche
allocation”

“PRC” the People’s Republic of China

“PRC issuer” as defined in MB Rule 19A.04 (GEM Rule 1.01), which refers to an

issuer which is duly incorporated in Mainland China as a joint stock
limited company

“PRC stock as defined in MB Rule 19A.04 (GEM Rule 1.01), being the
exchange” Shenzhen Stock Exchange, the Shanghai Stock Exchange, or the
Beijing Stock Exchange

“Promoter Share” as defined in MB Rule 18B.01

“Promoter Warrant” as defined in MB Rule 18B.01
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TERM DEFINITION

“Proposed Opt-in
Arrangement”

an arrangement under which public offer subscribers are provided
with an option in their subscription applications to “opt-in” in the
event of an offer price adjustment exercised by the listing applicant
under the Proposed Pricing Flexibility Mechanism

Note. See Section Il of Chapter 1 of this paper.

“Proposed Pricing

the proposed mechanism that allows a listing applicant to adjust

Flexibility the offer price both upward and downward by not more than 10%
Mechanism” from the indicative offer price or offer price range after the close of
the public subscription tranche
Note. See Section Il of Chapter 1 of this paper.
“public float” in the context of the Exchange’s requirements, means securities of

an issuer that are held in the hands of the public

Note. The meaning of “the public” is set out in MB Rule 8.24 (Notes
2 and 3 to GEM Rule 11.23). See also Section |.A.2 of Chapter 1
of this paper.

“public subscription
tranche”

offer of securities in an IPO for subscription by the public

“Reallocation”

reallocation of offer shares from the placing tranche to the public
subscription tranche

“SEHK” or The Stock Exchange of Hong Kong Limited, a wholly owned

“Exchange” subsidiary of HKEX

“SFC” Securities and Futures Commission

“SFC Code of the Code of Conduct for Persons Licensed by or Registered with

Conduct” the Securities and Futures Commission

“SFO” Securities and Futures Ordinance (Cap. 571)

“SGX” Singapore Exchange

“Southbound” the trading of the Exchange’s securities by Mainland investors
through the Stock Connect programme

“SPAC” special purpose acquisition company

“SPAC Share” as defined in MB Rule 18B.01

“SPAC Warrant” as defined in MB Rule 18B.01
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TERM DEFINITION

“Specialist
Technology
Company”

as defined in MB Rule 18C.01

“Stock Connect”

a securities trading and clearing links programme for the
establishment of mutual market access between Hong Kong and
Shanghai/ Shenzhen

“substantial
shareholder”

as defined in MB Rule 1.01 (GEM Rule 1.01), as follows:

in relation to a company means a person (including a holder of
depositary receipts) who is entitled to exercise, or control the
exercise of, 10% or more of the voting power at any general
meeting of the company (excluding voting rights attaching to
treasury shares), provided always that a depositary shall not be a
substantial shareholder merely by reason of the fact that it is
holding shares of the issuer for the benefit of the holders of
depositary receipts

“Successor
Company”

as defined in MB Rule 18B.01

“Takeovers Code”

the Codes on Takeovers and Mergers and Share Buy-backs

“treasury shares”

shares repurchased and held by an issuer in treasury, as
authorised by the laws of the issuer’s place of incorporation and its
articles of association or equivalent constitutional documents

[13 U K”

the United Kingdom

“unlisted shares”

for a PRC issuer, means shares of the PRC issuer in the class to
which H shares belong that not listed on any regulated market

[13 US!,

the United States of America

E‘WVR”

weighted voting right
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APPENDIX|: PROPOSED AMENDMENTS TO THE MAIN

BOARD LISTING RULES

1.01

Chapter 1

GENERAL

INTERPRETATION

Throughout these Rules, the following terms, except where the context otherwise
requires, have the following meanings:

“Cornerstone an investor in the initial public offering of a new applicant’s equity

Investor” securities to whom the equity securities for which listing is sought

are preferentially placed, with a gquaranteed allocation, irrespective
of the final offer price




8.08

Chapter 8

EQUITY SECURITIES

QUALIFICATIONS FOR LISTING

Basic Conditions

Open market requirements

There must be an open market in the securities for which listing is sought. This will

normally mean that for a class of securities new to listing:—

(1)

(a) at least-25%of-the-issuers—total-number—of-issued-shares(exeluding

prescribed percentage of that class of securities must be held by the

public at the time of listing, determined by reference to the following

table:=

Expected market value of

Minimum percentage of such class

the class of securities at

of securities to be held by the public

the time of listing

at the time of listing

Not exceeding
HK$6,000,000,000

25%

Over HK$6,000,000,000 but

The higher of: (i) the percentage that

not exceeding
HK$30,000,000,000

would result in the expected market
value of such securities held by the
public to be HK$1,500,000,000 at the
time of listing; and (ii) 15%

Over HK$30,000,000,000

The higher of: (i) the percentage that

but not exceeding
HK$70,000,000,000

would result in the expected market
value of such securities held by the
public to be HK$4,500,000,000 at the
time of listing; and (ii) 10%

Over HK$70,000,000,000

The higher of: (i) the percentage that

would result in the expected market
value of such securities held by the
public to be HK$7,000,000,000 at the
time of listing; and (ii) 5%




Notes: (1) For the purpose of determining the expected market
value and the minimum percentage in this rule, only
securities in the class for which listing is sought that are
in issue at the time of listing (excluding treasury shares)
shall be counted.

(2) For the avoidance of doubt, the requirement under rule
8.08(1)(a) does not apply to an issuer where it, apart
from the class of shares for which listing is sought, has
one class of shares or more that are listed on other
requlated market(s) at the time of listing. In such
circumstances, rule 8.08(1)(b) would apply.

(b) where andissuera new applicant has, one-class-of securities-ormore-apart
from the class of seeuritiesshares for which listing is sought, one class of
shares or more that are listed on other regulated market(s) at the time of
listing, thetotal-securities-of the-issuer-held-bythe public{on-alregulated

ket{s) including-the Exc! \ at the-t f list I |
05% of the.i , | I | e ludi
shares)—However,-the-class-of securities-there must be a portion of the
class of shares for which listing is sought must-that are held by the public,

at the time of listing, that: (i) represents at least 10% netbelessthan16%
of the issuer’s total number of issued shares (excluding treasury shares);

or (ii) has;-having an expected market value eapitalisation-at-the-time-of
listing-of not less than HK$4253,000,000,000.

(d) [Repealed [datel]lhe—l%eehange—ma:—at—ﬁs—dsaeﬂen—aeeepha—iewe#

(2) fora-classofsecurities-new-tolisting;-at the time of listing there must be an
adequate spread of holders of the securities to be Ilsted—exeept—wheFe—(a-)—they




3)

will depend on the size and nature of the issue, but in all cases there must be
at least 300 shareholders; and

not more than 50% of the securities in public hands at the time of listing can be
beneficially owned by the three largest public shareholders;-save-where:{a)the

the requirements of rules 8.08(1), (2) and (3) do not apply if all the following

conditions are met:

(@) the securities to be listed are options, warrants or similar rights to
subscribe or purchase shares;

(b) such securities are offered to existing holders of a listed issuer’s shares
by way of bonus issue; and

(c) inthe 5 years preceding the date of the announcement on the proposed
bonus issue, there are no circumstances to indicate that the shares of the
issuer may be concentrated in the hands of a few shareholders.

Free float

8.08A There must be sufficient shares for which listing is sought by a new applicant that are

held by the public and available for trading upon listing. This will normally mean that

a new applicant must have a portion of the class of shares for which listing is sought

that are held by the public and not subject to any disposal restrictions (whether under

contract, the Listing Rules, applicable laws or otherwise) at the time of listing that:

(1)

(2)

represents at least 10% of the total number of issued shares in the class of
shares for which listing is sought (excluding treasury shares), with an expected
market value at the time of listing of not less than HK$50,000,000; or

has an expected market value at the time of listing of not less than
HK$600,000,000.

Notes: (1) While certain_issuers may have shares that are not subject to any

disposal restrictions, such shares may otherwise not be available for
trading at the time of listing. Shares that have been granted but unvested
under a share award scheme (as defined in rule 17.01A) must be
excluded from the calculation of free float in this rule, regardless of




8.09

8.09A

(1)

(2)

3)

(4)

()

whether they are considered as being “in public hands” (see Note to rule

8.24).

(2) Forthe purpose of the calculation of free float in this rule, only shares (for
which listing is sought) that are in issue at the time of listing (excluding
treasury shares) shall be counted.

Market value requirements

The expected market valuecapitalisation at the time of listing of the securities
of a new applicant_for which listing is sought which are held by the public (see

rule 8.24) in-accordance-with-rule-8:08(1)-must be at least HK$125,000,000.

The expected market capitalisation of a new applicant at the time of listing must
be at least HK$500,000,000 which shall be calculated on the basis of all issued
shares (including the class of securities for which listing is sought and such
other class(es) of securities, if any, that are either unlisted or listed on other
regulated market(s), but excluding treasury shares) of the new applicant at the
time of listing.

The expected market valuecapitalisation at the time of listing of each class of
securities for which listing is sought, other than options, warrants or similar
rights to subscribe or purchase securities, must, in the case of both new
applicants and listed issuers, be at least HK$50,000,000.

In the case of a_class of options, warrants or similar rights to subscribe or
purchase securities for which listing is sought, the expected market
valuecapitalisation at the time of listing must, in the case of both new applicants
and listed issuers, be at least HK$10,000,000.

Further issues of securities of a class already listed are not subject to the limits
set out in this rule. In exceptional cases, a lower expected initial market
valuecapitalisation may be acceptable where the Exchange is satisfied as to
marketability.

Note: The fact that an applicant is able to satisfy the minimum market capitalisation

and value eriterien-criteria of this rule does not of itself mean that the applicant
will be accepted as suitable for listing.

For the purpose of calculating the expected market capitalisation of a new applicant

at the time of listing, Tthe expected issue price of the seeuritiesshares for which listing

is sought shall be used as a basis for determining the market value of the other
class(es) of seeuritiesshares of the new applicant that are unlisted;-erlisted-en-other

regulated-market{s).

Note: The Exchange may publish quidance on the Exchange’s website, as

amended from time to time, as to the calculation of the expected market
capitalisation of a new applicant which has shares listed on other requlated

market(s).




8.24

Basis of allocation and “the public”

The Exchange will not regard any core connected person of the issuer as a member
of “the public” or shares held by him as being “in public hands”. In addition, the
Exchange will not recognise as a member of “the public”:—

(1) any person whose acquisition of securities has been financed directly or
indirectly by the issuer or a core connected person_of the issuer;

(2) any person who is accustomed to take instructions from the issuer or a core
connected person of the issuer in relation to the acquisition, disposal, voting or
other disposition of securities of the issuer registered in his name or otherwise
held by him; and

Note: For the purpose of this rule, the Exchange will reqard shares that have been
granted but unvested under a share award scheme (as defined in rule 17.01A)
as being “in public hands”, provided that neither the trustee holding such
shares nor the relevant grantee is a core connected person of the issuer.




12.02

12.08A

..Chapter 12

EQUITY SECURITIES

PUBLICATION REQUIREMENTS

On Issue

In the following cases, a formal notice stating the information set out in rule 12.04
must be published in accordance with rule 2.07C on the date of issue of the listing
document: —

(2) a placing by or on behalf of a new applicant where any25-percent—ormore-of
the amount placed is made available directly to the general public; and

(3) a placing by or on behalf of a listed issuer of securities of a class new to listing

where any25-percent—ormere-ofthe amount placed is made available directly

to the general public.

After Issue

In the case of an issue under rule 12.08 that includes a placing (in the case of a New
Listing), the announcement pursuant to rule 12.08 must also include a brief generic
description of the placees. If securities have been placed with different groups of
placees, then the announcement must contain a description of each group and the
number of shares placed with each group, provided that certain types of placees (as
specified in Note 1 to this rule) must be identified on an individually-named basis, with
the number of shares placed with each named placee also being disclosed. The
announcement must also include: —

Notes:

1 The purpose of this rule is to enable investors to understand the broad
composition of the ownership of the placed shares immediately prior to trading
in those shares. The groups of placees which an issuer must identify in the
announcement, to the extent applicable, include:—



(d) existing or past employees_of the issuer;

()  the overall coordinator(s), syndicate member(s) (other than the overall
coordinator(s)), and/or any distributor(s) (other than the syndicate
member(s)) and any connected client(s) (as-definedHnsee Note 2 below)
of any of the foregoing parties;

For the purposes of sub-paragraph (f) of Note 1 above, “connected client” in
relation to an Exchange Participant is defined in paragraph-13-o£Appendix F16.



Chapter 13

EQUITY SECURITIES

CONTINUING OBLIGATIONS

GENERAL MATTERS RELEVANT TO THE ISSUER’S SECURITIES

Minimum prescribed public holdings and other listings

13.35 An issuer shall include in its annual report-a-statement-of-sufficiency-of public-float:

information relating to public float and the interests of its shareholders as follows:—

(1) a statement setting out the percentage of the class of shares listed on the
Exchange held by the public as at the end of the relevant financial year; and

(2) a statement setting out the composition of the ownership of the relevant class
of shares listed on the Exchange as at the end of the relevant financial year.

Fhe-statement- References to “the public” in this rule shall have the same meaning as
specified in rule 8.24. Such information should be based on information that is publicly
available to the issuer and within the knowledge of its directors as—at-thelatest

practicable-date-priorto-the-issue-ofin preparing the annual report.

Note: The Exchange may issue quidance on the Exchange’s website, as amended
from time to time, on the particulars required to be disclosed pursuant to this
rule.




Chapter 18A

EQUITY SECURITIES

BIOTECH COMPANIES

DEFINITIONS AND INTERPRETATION
18A.01

For the purposes of this Chapter unless otherwise stated or the context otherwise
requires the following terms have the meanings set out below: —

CORNERSTONE INVESTORS
18A.07-

[Repealed [da

te]][A-Biotech-Company-—seeking—an-initial-listing—under-this—chapter

[-10



Chapter 18B

EQUITY SECURITIES

SPECIAL PURPOSE ACQUISITION COMPANIES

CONDITIONS FOR LISTING

Open Market Requirements

18B.05 Rule 8.08(2) is modified to require that, foreach-class-of securitiesnew-to-listing-by
a-SPAG;-at the time of listing, there must be an adequate spread of holders of the

securities to be listed which must, in all cases, be at least 75 Professional Investors,
of whom at least 20 must be Institutional Professional Investors and such Institutional
Professional Investors must hold at least 75% of the securities to be listed.

Note: A SPAC must meet all other open market requirements applicable to a new
listing, including the requirements of rule 8.08(1) on the prescribed
percentage of securities to be that-atHeast-26%-ofts-total-number-ofissued

! vl ! | (and 25% of i ! :  ; !
warrants)-are-at-all-times-held by the public (see rule 8.24) and rule 8.08(3)
that not more than 50% of the securities in public hands (see rule 8.24) at the
time of listing can be beneficially owned by the three largest public
shareholders.

18B.05A Rule 8.09(4) does not apply to SPAC Warrants.

-11



SUCCESSOR COMPANY

Open Market in Successor Company’s Securities

18B.65 The minimum number of 300 shareholders of rule 8.08(2) is modified to 100
Professional Investors at the time of listing of a Successor Company.

Note:

A Successor Company must meet all other open market requirements applicable to
a new listing, including the requirements of rule 8.08(1) on the prescribed percentage
of securities to be held by the public (see rule 8.24) that-atleast25%of-itstotal

by-rule-8-08(1){ed))}-and rule 8.08(3) that not more than 50% of the securities in public
hands at the time of listing can be beneficially owned by the three largest public
shareholders, provided that the open market requirements of rule 8.08 do not apply
to warrants issued by the Successor Company upon the completion of the De-SPAC
Transaction to replace any SPAC Warrants.

Market Value of Successor Company’s Warrants

18B.65A Rule 8.09(4) does not apply to warrants issued by the Successor Company upon the
completion of a De-SPAC Transaction to replace any SPAC Warrants.
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Chapter 18C

EQUITY SECURITIES

SPECIALIST TECHNOLOGY COMPANIES

DEFINITIONS

18C.01 Unless otherwise stated or the context otherwise requires, the following terms have
the meanings set out below:

i« 2 has the meaning in rule 18A.01

INITIAL PUBLIC OFFERING OF A SPECIALIST TECHNOLOGY COMPANY
Allocation of Shares

18C.08 At Ieast 50% of the total number of shares i n|t|ally offered in the initial publlc offerlng

eptren}-of a SpeC|aI|st Technology Company must be taken up by mdependent price
setting investors in the placing tranche (whether as Cornerstone Investors or
otherwise).

Note: The Exchange will publish guidance on the Exchange’s website, as
amended from time to time, on the meaning of independent price setting
investors for the purpose of this rule.

18C.08A Paragraph 3.2 of Practice Note 18 does not apply to the initial public offering of a
Specialist Technology Company.

18C.09 Paragraph 4.2 of Practice Note 18 is modified with respect to the allocation of shares
in the initial public offering of a Specialist Technology Company, such that a Specialist
Technology Company may only adopt the mechanism in sub-paragraph (a) and not

sub- Daraqraph (b) —where—an—rmﬂal—pubhc—eﬁenng—ef—a—Speeha%t—Teehnelegy
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Chapter 19A

EQUITY SECURITIES

ISSUERS INCORPORATED
IN THE PEOPLE’S REPUBLIC OF CHINA

Definitions and Interpretation

19A.04 The following terms, save where the context otherwise requires, have the following
meanings:—

“A shares” shares of a PRC issuer that are listed on a PRC stock exchange

“other listed shares of a PRC issuer in the class to which H shares belong that

shares” are listed on other requlated market(s), such as A shares
“unlisted shares of a PRC issuer in the class to which H shares belong that
shares” are not listed on any requlated market

19A.13A (1)

Chapter 8 — Qualifications for Listing

Rule 8.08 is amended by adding the following provision to sub-paragraph (1)(a):

Where a new applicant is a PRC issuer and has no other listed shares at the
time of listing, the prescribed percentage referred to in this rule shall be
calculated based on: (a) the numerator being the H shares held by the public
at the time of listing; and (b) the denominator being the total number of issued
shares in the class to which H shares belong at the time of listing (including any
unlisted shares but excluding treasury shares). The reference to the “expected
market value of the class of securities” shall mean the expected market value
of the shares referred to in the denominator.

Note: Forthe avoidance of doubt, the requirement under rule 19A.13A(1) does
not apply to a PRC issuer if it has other listed shares at the time of listing.
In such circumstances, rule 19A.13A(2) would apply.

Rule 8.08 is amended by adding the following provision to sub-paragraph (1)(b):
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Where a new applicant is a PRC issuer and has other listed shares at the time
of listing, the requirement in this rule shall be replaced by a requirement that
there must be a portion of the H shares for which listing is sought that are held
by the public, at the time of listing, that: (i) represents at least 10% of the
issuer’s total number of issued shares in the class to which H shares belong
(excluding treasury shares); or (ii) has an expected market value of not less
than HK$3,000,000,000.

Where a new applicant is a PRC issuer and has no other listed shares at the

time of listing, the prescribed percentage in rule 8.08A shall be calculated
based on: (a) the numerator being the H shares held by the public that are not
subject to any disposal restrictions (whether under contract, the Listing Rules,
applicable laws or otherwise) at the time of listing; and (b) the denominator
being the total number of issued shares in the class to which H shares belong
at the time of listing (including any unlisted shares but excluding treasury

shares).

Note: For the avoidance of doubt, the requirement under rule 19A.13C(1)

does not apply to a PRC issuer if it has other listed shares at the time
of listing. In such circumstances, rule 19A.13C(2) would apply.

Where a new applicant is a PRC issuer and has other listed shares at the time
of listing, the references to a “class of shares” and a “class of shares for which
listing is sought” in rule 8.08A shall mean H shares.

19A.13D Rule 8.09A is modified by the following provision:

Where a new applicant is a PRC issuer and has shares apart from the H shares, for

the purpose of calculating its expected market capitalisation at the time of listing, the

expected issue price of the H shares shall be used as a basis for determining the

market value of the other shares of the new applicant that are unlisted.

Note: The Exchange may publish quidance on the Exchange’s website, as amended

from time to time, as to the calculation of the expected market capitalisation of
a new applicant that has shares listed on another requlated market.
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Chapter 14 — Notifiable Transactions

19A.38A Rule 14.07(4) is amended by adding the following provisions:

Where the-shares-of-a PRC issuer (otherthanH-shares)-are listed-onaPRC-stock
exchangehas other listed shares, the market eapitalisationvalue of its PRC-other
listed shares is to be determined based on the average closing price of those shares
for the 5 days on which trading is conducted on the relevant PRC-stock-exchange
requlated market immediately preceding the transaction.

Where a PRC issuer has issued unlisted shares, the market eapitalisation-value of its
unlisted shares is calculated by reference to the average closing price of its H shares
for the 5 business days preceding the transaction.
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Chapter 19C

EQUITY SECURITIES

SECONDARY LISTINGS OF OVERSEAS ISSUERS

Exceptions to the Rules

19C.11 The following rules do not apply to an overseas issuer that has, or is seeking, a
secondary listing on the Exchange: 3.17; 3.21 t0 3.23; 3.25 to 3.27A; 3.28; 3.29; 4.06;
4.07; Chapter 7; 8.08 (prescribed percentage of public float only); 8.08A; 8.09(4)
(exception limited to issues outside the Exchange’s markets); 8.18 (exception limited
to issues outside the Exchange’s markets); 9.11(10)(b); 10.05; 10.06(2)(a) to (c);
10.06(2)(e); 10.06(4); 10.06(5); 10.06A(1); 10.06A(3); 10.06B; 10.07(1); 10.07(2) to
(4); 10.08; 13.11 to 13.22; 13.23(1); 13.23(2); 13.25A; 13.27; 13.28; 13.29;
13.31(1);13.35; 13.36; 13.37; 13.38; 13.39(1) to (5A); 13.39(6) to (7) (exception
limited to circumstances other than where a spin-off proposal requires approval by
shareholders of the parent); 13.40 to 13.42; 13.44 to 13.45; 13.47; 13.48(2); 13.49;
13.51(1); 13.51(2) (except that each director or member of the overseas issuer’s
governing body must provide their contact information and personal particulars as
soon as possible as required under rule 3.20); 13.51B; 13.51C; 13.52(1)(b) to (d);
13.52(1)(e)(i) to (ii); 13.52(1)(e)(iv) (exception limited to issues outside the
Exchange’s markets); 13.52(2); 13.67; 13:68; 13.74; 13.80 to 13.87 (exception limited
to circumstances other than where a spin-off proposal requires approval by
shareholders of the parent); 13.88; 13.89; 13.91; Chapter 14; Chapter 14A; Chapter
15 (exception limited to issues outside the Exchange’s markets); Chapter 16
(exception limited to issues outside the Exchange’s markets); Chapter 17; Practice
Note 4 (exception limited to issues outside the Exchange’s markets); Practice Note
15 paragraphs 1 to 3(b) and 3(d) to 5 (exception limited to circumstances where the
spun-off assets or businesses are not to be listed on the Exchange’s markets and the
approval of shareholders of the parent is not required); Appendix C3; Appendix C1;
Appendix D2; and Appendix C2.
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The Stock Exchange of Hong Kong Limited

Practice Note 18

to the Rules Governing the Listing of Securities
(the “Exchange Listing Rules”)

Issued pursuant to rule 1.06 of the Exchange Listing Rules

INITIAL PUBLIC OFFER OF SECURITIES

Introduction

2.1 This practice note sets out certain procedures to be adopted in the allocation of

shares in initial publlc offerlngs Ihe—%eehange—l:@tmg—Ru#es—pemut—a—new—lssue

Allocation of Shares
3.1

3.2 At least 50% of the total number of shares initially offered in the initial public
offering must be allocated to investors in the placing tranche (other than
Cornerstone Investors).

Offers Involving a Subscription Tranche

4.1 lIssuers are reminded that in accordance with ruleparagraph 7.10 of the Exchange
Listing Rules, the Exchange may not permit a new applicant to be listed by way of
placing if there is likely to be significant public demand for the securities. A key
factor the Exchange will consider in reaching such a determination is the size of
the offering.

4.2 Where an IPO includes both a placing tranche and a public subscription tranche,

an issuer must ensure eitherthe-minimum-allocation-of shares-to-the-subseription
tranche-shall-be-asfollows:

(@) aprescribed allocation of shares offered in the IPO to the public subscription
tranche and a clawback mechanism as follows:

- an initial allocation of 548% of the shares offered in the IPO;
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- a clawback mechanism that increases the number of shares to 1036% when
the total demand for shares in the subscription tranche is 4510 times but
less than 50 times the initial allocation; and

- a clawback mechanism that increases the number of shares to 2056% when
the total demand for shares in the subscription tranche is 46850 times or
more the initial allocation-;_or

(b) aminimum initial allocation of 10% of shares offered in the IPO to the public
subscription tranche with no clawback mechanism.

4.5 Investors are free to select whether to apply in the placing tranche or the
subscription tranche. Where the placementplacing tranche and subscription
tranche are completed simultaneously an investor may submit an application in
one of the pools in the subscription tranche and indicate an interest ferin shares
in the placing tranche. An investor may only receive shares in the placing tranche
or the subscription tranche. Investors which have not received shares in the
subscription tranche may receive shares in the placing tranche.

4.6 Issuers should reject multiple applications within either pool or between pools.
Issuers, their directors, sponsors and underwriters are required to take reasonable
steps to identify and reject indications of interest in the placing tranche from
mvestors that recelved shares in the subscription tranche —anesteps—wmeh—have

Hong Kong 26th June, 1998

Revised on [date]
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F.

C. Corporate Governance/
Environmental, Social and Governance

Appendix C1

CORPORATE GOVERNANCE CODE

PART 2 - PRINCIPLES OF GOOD CORPORATE GOVERNANCE,
CODE PROVISIONS AND
RECOMMENDED BEST PRACTICES

SHAREHOLDERS ENGAGEMENT

F.1 Effective communication

Recommended Best Practices

F1.2

(b) indication of important shareholders’ dates in the coming financial
year;_and

(c) [Repealed [date]lthepercentage-ofpublicfloatbased-on




D. Document Content Requirements

Appendix D1A
Contents of Listing Documents

Equity Securities

In the case where listing is sought for equity
securities of an issuer no part of
whose share capital is already listed

Information about the securities for which listing is sought and the terms and
conditions of their issue and distribution

14. (1) A statement that application has been or will be made to the Exchange for listing
of and permission to deal in the securities;-and

(2) A statement that all necessary arrangements have been made enabling the
securities to be admitted into CCASS or an appropriate negative statement:; and

(3) A statement of the minimum prescribed percentage of securities to be held by the
public pursuant to rule 8.08.
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Appendix D1B

Contents of Listing Documents

Equity Securities

In the case where listing is sought for equity
securities of an issuer some part of
whose share capital is already listed

Information about the securities for which listing is sought and the terms and
conditions of their issue and distribution

9. (1) A statement that application has been or will be made to the Exchange for listing
of and permission to deal in the securities;-and

(2) In case of a new class of securities to be listed, a statement that all necessary
arrangements have been made enabling the securities to be admitted into CCASS
or an appropriate negative statement:; and

(3) In _case of a new class of securities to be listed, a statement of the minimum
prescribed percentage of securities to be held by the public pursuant to rule 8.08.
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Appendix D2

DISCLOSURE OF FINANCIAL INFORMATION

Information in annual reports

34A. A listed issuer shall include the information relating to its public float and the interests
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F. Placing Requirements

Appendix F1

Placing Guidelines
— for —
Equity Securities

New Applicants

[Repealed [date][Fhe-expected-initial-market-capitalisation-of the securitiesto-be placed

This Appendix applies equally to every Exchange Participant with whom or through
whom the securities of a class new to listing are placed by an overall coordinator, a
syndicate_ member (other than an overall coordinator) or a distributor (other than a
syndicate member).

For the purposes of this Appendix:

“Connected client” in relation to an Exchange Participant means any of its clients who
isi—

(1) apartner of such Exchange Participant;

(2) an employee or non-employee account executive (or any other person with or
otherwise acting in similar capacity) of such Exchange Participant;

(3) asubstantial shareholder of such Exchange Participant;

(4) adirector of such Exchange Participant;

(5) aclose associate of any person in (1) to (4) above;

(6) any of the following persons where his/its account is managed by such Exchange

Participant in pursuance of a discretionary managed portfolio agreement:

(a) family member (as defined in Chapter 14A) of any person in (1) to (5)
above (“Connected Family Member”); or

(b) a majority-controlled company (as defined in Chapter 14A) held, directly or
indirectly, by the Connected Family Members (individually or together), or
held by the Connected Family Members together with any person in (1) to
(5) above, or any of its subsidiaries; or

(7) amember of the same group of companies as such Exchange Participant.
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“Discretionary managed portfolio” means a fund of investments, the contents of which are kept
under review by an Exchange Participant or any member of the group of which such Exchange
Participant is a part which has authority to effect or arrange for the effecting of transactions for
the fund at its discretion.

“Securities” and “shares” shall include equity securities, interests in a REIT, stapled securities
and securities of an investment company (as defined in rule 21.01 of the Exchange Listing

Rules).

1C. No allocations will be permitted to:—

(1) ‘“connected clients” of the overall coordinator(s), any syndicate member(s) (other
than the overall coordinator(s)) or any distributor(s) (other than syndicate

member(s));

(2) directors or existing shareholders of the applicant or their _close associates,
whether in their own names or through nominees unless the conditions set out in
rules 10.03 and 10.04 are fulfilled; or

(3) nominee companies unless the name of the ultimate beneficiary is disclosed,

without the prior written consent of the Exchange.

3.  The overall coordinator(s) must make adequate distribution facilities available, must run
the application list and must determine a fair basis for allocating securities when an issue
is oversubscribed. In the case of a placing of securities involving bookbuilding activities
(as defined under the Code of Conduct) in connection with a New Listing, each overall
coordinator will be deemed to have reviewed the analysis generated by FINI on the
distribution and concentration of the securities placed and confirmed its accuracy by
submitting the declaration-separate Marketing and Independence Statements in the form
set out in Form D (published in Regulatory Forms)ir-Appendix-5 on FINI (see rule
9.11(35)).

4. The securities to be placed must have an adequate spread of holders, the number

depending on the size of the pIaC|ng—but—as—a—gu+drelme—theFe—sheuld—be—net—less—than
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10.

11.

11A.

Not more than ten per cent. of the total placing may be offered to employees or past
employees of the applicant (see rule 10.01).

No overall coordinator, syndicate member (other than an overall coordinator) or
distributor (other than a syndicate member) may, under normal circumstances, retain
any material-amount-of-the-securities being placed for its own proprietary account and
those of its group companies, unless the offer is not fully subscribed and the underwriters
are required to take up the unsubscribed shares pursuant to the underwriting obligation,
or_in_exceptional circumstances which will be considered on a case-by-case basis.

In connection with a New Listing, separate Marketing and Independence Statements in
the form set out in Form D (published in Regulatory Forms)in-Appendix-5 must be

submitted to the Exchange on FINI by (a) each overall coordinator; (b) each syndicate
member (other than an overall coordinator); (c) any distributor (other than a syndicate
member); and (d) any Exchange Participant referred to in paragraph 81A above before
dealings commence (see rule 9.11(35)).

Dealings in the securities cannot commence until the Exchange has been supplied with
and approved (enin FINI, in the case of a placing in connection with a New Listing) a list
setting out for-all the placees; and the required information, including without limitation,
in the case of individuals, the names, addresses and identity cards (or if none, passport

numbers and the jurisdiction of issuance) {in-the-case-efindividuals}-and in the case of

companies, the names, addresses, jurisdiction of incorporation and the relevant

company identification numbers—{in-the—case—of-companies), along with the names,
addresses and identity cards (or if none, passport numbers and the jurisdiction of

issuance) of their beneficial owners {in—the—case—of-rominee—companies)}-and the
amounts taken up by each placee (see rule 9.11(35)). The Exchange reserves the right
to require submission of further information (in any other format as it may request) on
the placees as it considers necessary for the purpose of establishing the placees’
independence, including without limitation, details of beneficial ownership.

For an applicant seeking to list under Chapter 18C, the placing of securities must comply
with rule 18C.08. The list referred to in paragraph 11 must also include the relevant
information to demonstrate that the placing of securities is in compliance with rule
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18C.08, with identification of each placee who falls within the definition of an
independent price setting investor as referred to in that rule. The Exchange reserves the
right to require submission of further information on those placees as it may consider
necessary for the purpose of establishing the basis on which such placees fall within
such definition.

12. [Repealed

13.
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14.

15.

16.

17.

18.

19.

Listed issuers

[Repealed [date]|Placings—of-securities—by listed-issuers—will-be-allowed-only-in-the
followi ) :

guidelines-only-if-the-securities-are-of-a-class-new-toe-listing-Placings of securities of a
class new to listing by listed issuers must comply with this Appendix, save for the
requirements relating to submission of information on FINI. For any such placing, (i)
each overall coordinator; (ii) each syndicate member (other than an overall coordinator);
(iii) any distributor (other than a syndicate member); and (iv) any Exchange Participant
must duly complete and sign a Marketing and Independence Statement in the form set
out in Form D (published in Reqgulatory Forms), and submit the Marketing and
Independence Statement and a placee list setting out the required information in
paragraph 11 of this Appendix with the Exchange before dealings commence (see rule

9.23(2)).

[Repealed [date]] : : "

General

It must be realised that the above are not necessarily exhaustive and that each case
must be considered in the light of its own particular circumstances. In addition, the above
criteria may in consultation with the Exchange be amended or extended from time to
time in the light of experience. Each placing will be reviewed upon its completion to
ensure that the above requirements have been or will be satisfied.

For a placing of securities referred to in rule 3A.32, the issuer must ensure a
bookbuilding process is carried out to assess demand for the securities.

An issuer should document the rationale behind its decision on allocation and pricing, in
particular where the decision is contrary to the advice, recommendation(s) and/or
guidance of the overall coordinator(s). The overall coordinator(s) shall inform the
Exchange if decisions made by the issuer amount to non-compliance with the Exchange
Listing Rules related to, among other things, the placing activities conducted by the
overall coordinator(s) or the issuer.
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APPENDIXIl: PROPOSED AMENDMENTS TO THE GEM

LISTING RULES

1.01

Chapter 1

GENERAL

INTERPRETATION

Throughout these Rules, the following terms, except where the context otherwise
requires, have the following meanings:

“Cornerstone an investor in the initial public offering of a new applicant’'s equity

Investor” securities to whom the equity securities for which listing is sought
are preferentially placed, with a guaranteed allocation, irrespective
of the final offer price

“market the market value of the entire size of an issuer, which shall include

capitalisation” all classes of securities (excluding treasury shares) of the issuer,

irrespective of whether any of such class(es) of securities are
unlisted, or listed on other requlated market(s)
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10.11A A listing by a new applicant must include an offering to the public of not less than

10.12

Chapter 10

EQUITY SECURITIES

METHODS OF LISTING

Placing

510% of all securities offered.

A placing by or on behalf of a new applicant or by or on behalf of a listed issuer of
securities of a class new to listing must be supported by a listing document which
must comply with the relevant requirements of Chapter 14 and such a placing must

comply with the following specific requirements:—

(1A) The guidelines in rules 10.11 to 10.16B apply equally to every Exchange

Participant with whom or through whom the securities of a class new to

listing are placed by an overall coordinator, a syndicate member (other than

an overall coordinator) or a distributor (other than a syndicate member).

For the purposes of rules 10.11 to 10.16B:—

“Connected client” in relation to an Exchange Participant means any of its

client who is:—

(a) apartner of such Exchange Participant;

(b) an _employee or non-employee account executive (or any other
person with or otherwise acting in similar capacity) of such Exchange
Participant;

(c) asubstantial shareholder of such Exchange Participant;

(d) adirector of such Exchange Participant;

(e) aclose associate of any person in (a) to (d) above;

(f) any of the following persons where his/its account is managed by

such Exchange Participant in pursuance of a discretionary managed
portfolio agreement:

(i) afamily member (as defined in Chapter 20) of any person in (a)
to (e) above (“Connected Family Member”); or
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(i) a majority-controlled company (as defined in Chapter 20) held,
directly or indirectly, by the Connected Family Members
(individually or together), or held by the Connected Family
Members together with any person in (a) to (e) above, or any of
its subsidiaries; or

(@) a _member of the same group of companies as such Exchange

Participant.
Notes:
1.  “Discretionary _managed portfolio” means a fund of investments, the

contents of which are kept under review by an Exchange Participant or
any member of the group of which such Exchange Participant is a part
which has authority to effect or arrange for the effecting of transactions
for the fund at its discretion.

2.  “Securities” and “shares” shall include equity securities.

(1AA) No allocations to the following persons will be permitted without the prior

(1B)

(1C)

written consent of the Exchange:

(a) “connected clients” {as-defined-in-Note2-of rule-10-142(4))-of the overall

coordinator(s), any syndicate member(s) (other than the overall
coordinator(s)) or any distributor(s) (other than syndicate member(s));

The overall coordinator(s) must make adequate distribution facilities available,
must run the application list and must determine a fair basis for allocating
securities when an issue is oversubscribed. In the case of a placing of securities
involving bookbuilding activities (as defined under the Code of Conduct) in
connection with a New Listing, each overall coordinator will be deemed to have
reviewed the analysis generated by FINI on the distribution and concentration
of the securities placed and confirmed its accuracy by submitting the
declarationseparate Marketing and Independence Statements in the form set
out in Form D_(published in Regulatory Forms)-in-Appenrdix-5 on FINI (see rule
12.26(6)).

Not more than ten per cent. of the total placing may be offered to employees or

(4)

past employees of the applicant (see rule 13.02(2)).

The announcement of the results of the placing required pursuant to rule 16.16
must include a brief generic description of the placees. If securities have been
placed with different groups of placees, then the announcement must contain
a description of each group and the number of shares placed with each group,
provided that certain types of placee (as specified in Note 1 to this rule) must
be identified on an individually-named basis, with the number of shares placed

with each named placee also being disclosed. in-the-case-of-aNewListing
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Notes: 1

The purpose of this rule is to enable shareholders and investors
to understand the broad composition of the ownership of the
placed shares immediately prior to trading in those shares. The
groups of placees which the issuer must identify in the
announcement, to the extent applicable, include:—

(9)

(h)
(i)
()

the overall coordinator(s), syndicate member(s) (other than
the overall coordinator(s)), and/or any distributor(s) (other
than the syndicate member(s)) and any connected clients
(as-definedin-Note-2-belowsee rule 10.12(1A)) of any of the
foregoing parties;

[Repealed [date]leustomers-or-clients-of the-issuer:

[Repealed [date]lsupplicrsto-the-issuer—and

the underwriters (if any) and their close associates, if
different from (f) or (g) above; and-

other groups of placees which may be required by the
Exchange (e.q. customers or suppliers of the issuer).

[Repealed [date]][Ferthe-purposes-ofsub-paragraph-{g)-of-Note-1

above—connected-clientin—relationto-an—ExchangePatticipant

&
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(4A) No overall coordinator, syndicate member (other than an overall coordinator)
or distributor (other than a syndicate member) may, under normal
circumstances, retain any material-amountofthe-securities being placed for its
ewnproprietary account and those of its group companies, unless the offer is
not fully subscribed and the underwriters are required to take up the
unsubscribed shares pursuant to the underwriting obligation, or in exceptional
circumstances which will be considered on a case-by-case basis.

(5) Dealings in the securities cannot commence until the Exchange has been
supplied with and approved (enin FINI, in the case of a placing in connection
with a New Listing) a list setting out fer-all the placees; and the required
information, including without limitation, in the case of individuals, the names,
addresses and identity cards (or if none, passport numbers and the jurisdiction

of issuance) {in-the—case—of-individuals)}-and in the case of companies, the

names, addresses, jurisdiction of incorporation and the relevant company
identification numbers—{in—the—case—of companies), along with the names,
addresses and identity cards (or if none, passport numbers and the jurisdiction
of issuance) of their beneficial owners of the securities {in-the-case-of-nominee
companies)and the amounts taken up by each placee. The Exchange reserves
the right to require submission of further information (in any other format as it
may request) on the placees as it considers necessary for the purpose of
establishing the placees’ independence, including without limitation, details of
beneficial ownership.

(7) [Repealed [date]]Eae#evenaH—eee#dma%er—syn&ea%e—membeHetheHhan—an

10.13  [Repealed [date[|Placings-of-securities-by-alisted-issuer-will-be-allowed-only-in-the
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10.14

10.15A

“ [ . ”

Placings of securities of a class new to listing by a-listed issuers made-in-either-of-the
circumstances-setoutinrule 10-43-arerequiredto-must comply with the requirements
of rule 10.12, save for the requirements relating to submission of information on FINI.
For any such placing, (i) each overall coordinator; (ii) each syndicate member (other
than an overall coordinator); (iii) any distributor (other than a syndicate member); and
(iv) any Exchange Participant must duly complete and sign a Marketing and
Independence Statement in the form set out in Form D (published in Regulatory
Forms) and submit the Marketing and Independence Statement and a placee list
setting out the required information in rule 10.12(5) with the Exchange before

deallnqs commence (see ruIe 12 27(6))—€e*eladmg—sub—paragﬁaphs-(—2-),—(6)-and—é7-)—m

It must be realised that rules 10.11 to 10.15 above are not necessarily exhaustive

and that each case must be considered in the light of its own particular circumstances.
In addition, the above criteria may in consultation with the Exchange be amended or
extended from time to time in the light of experience. Each placing will be reviewed
upon its completion to ensure that the above requirements have been or will be
satisfied.
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Chapter 11

EQUITY SECURITIES

METHODS OF LISTING

11.23 There must be an open market in the securities for which listing is sought. This will
normally mean that:

(2)

3)

with regard to all equity securities for which a listing is sought, except those
specified in sub-paragraphs (3) and (4):—

(a)

the market eapitalisationvalue of such equity securities of a new applicant
for which listing is sought (determined as at the time of listing) in the

hands of the public must be at least HK$45,000,000; and

with regard to each class of options, warrants or similar rights to subscribe or
purchase shares (“warrants”) for which a listing is sought:—

(a)

(b)

in the case of a new applicant:—

(i)

(ii)

the market capitalisationvalue of such class of warrants
(determined as at the time of listing) must be at least HK$6,000,000;
and

there must, as at the time of listing, be an adequate spread of
holders of such warrants. The number will depend on the size and
nature of the issue but, as a guideline, the warrants in the hands of
the public should, as at the time of listing, be held among at least
100 persons (including those whose warrants are held through
CCASS); and

in the case of a listed issuer:—

(i)

(ii)

the market capitalisationvalue of such class of warrants
(determined as at the time of listing) must be at least HK$6,000,000;
and
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: 4 : indi hat thesf n
: I Lin the hands of a.f hareholders,
there must, as at the time of listing be an adequate spread of
holders of such warrants. The number will depend on the size and
nature of the issue but, as a guideline, the warrants in the hands of
the public should, as at the time of listing, be held among at least
100 persons (including those whose warrants are held through
CCASS);

the expected total market capitalisation of a new applicant at the time of listing
must be at least HK$150,000,000 which shall be calculated on the basis of all
issued shares (including the class of securities for which listing is sought and
such other class(es) of securities, if any, that are either unlisted or listed on
other regulated market(s), but excluding treasury shares) of the new applicant
at the time of listing;

subject-torule11-23(10) belowfor a class of securities new to listing, at least
050 of the | , I I T ol oxchudi I ;
must-at-all-times-be-held-by-the public; a minimum prescribed percentage of

that class of securities must be held by the public at the time of listing,
determined by reference to the following table:—

Expected market value of

Minimum percentage of such class of

the class of securities at

securities to be held by the public at the

the time of listing

time of listing

Not exceeding
HK$6,000,000,000

25%

Over HK$6,000,000,000 but

The higher of: (i) the percentage that would

not exceeding
HK$30,000,000,000

result in the expected market value of such
securities held by the public to be
HK$1,500,000,000 at the time of listing; and

(i) 15%

Over HK$30,000,000,000

The higher of: (i) the percentage that would

but not exceeding
HK$70,000,000,000

result in the expected market value of such
securities held by the public to be
HK$4,500,000,000 at the time of listing; and
i) 10%

Over HK$70,000,000,000

The higher of: (i) the percentage that would

result in the expected market value of such
securities held by the public to be
HK$7.000,000,000 at the time of listing; and

(i) 5%

-8




(8) for a class of securities new to listing, not more than 50% of the securities in

public hands at the time of listing can be beneficially owned by the three largest

public shareholders—sa¥e—wheFe—(a)—ﬂqe—seeuﬂhes4e—be—hstedﬁa¥e—epnens-

(9) where andissuera new applicant has, enre-class-of securities-or-more-apart from
the class of seeuritiesshares for which listing is sought, one class of shares or
more that are listed on other regulated market(s) at the time of listing, the-tetal

seeurities-there must be a portion of the class of shares for which listing is
sought that are held by the public, at the time of listing, that: (i) represents at
least 10% must-not-beless-than15%-of the issuer’s total number of issued
shares (excluding treasury shares); or (ii) has:-having an expected market value

capitalisation-at-the-time-of-listing-of not less than HK$453,000,000,000.;
(10) [Repealed [date]]the—l%eehange—may—at—ﬁs—dreeFehen—aeeept—a—lewer

(11)

The Exchange will also not recognise as a member of “the public’:

(a) any person whose acquisition of securities has been
financed directly or indirectly by the issuer or a person
referred to in note 2 above;
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(o)

(b) any person who is accustomed to taking instructions from
the issuer or a person referred to in note 2 above in relation
to the acquisition, disposal, voting or other disposition of
securities of the issuer registered in his name or otherwise
held by him; and

(c)

For the purpose of this note, the Exchange will reqard shares that
have been granted but unvested under a share award scheme (as
defined in rule 23.01A) as being “in public hands”, provided that
neither the trustee holding such shares nor the relevant grantee is
a core connected persons of the issuer.

For the purpose of determining the expected market value and the

minimum percentage in sub-rule (7), only securities in the class
for which listing is sought that are in issue at the time of listing
(excluding treasury shares) shall be counted.

For the avoidance of doubt, the requirement under sub-rule (7)
does not apply to an issuer where it, apart from the class of shares
for which listing is sought, has one class of shares or more that
are listed on other requlated market(s) at the time of listing. In
such circumstances, sub-rule (9) would apply.

The requirements of sub-rules (3)(b)(ii), (7) and (8), do not apply
if all of the following conditions are met:

(a) the securities to be listed are options, warrants or similar
rights to subscribe or purchase shares;

(b) such securities are offered to existing holders of a listed
issuer’s shares by way of bonus issue; and

(c) inthe 5 years preceding the date of the announcement on
the proposed bonus issue, there are no circumstances to
indicate that the shares of the issuer may be concentrated
in the hands of a few shareholders.
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13

For the purpose of calculating the expected market capitalisation
of a new applicant at the time of listing, the expected issue price
of the shares for which listing is sought shall be used as a basis
for determining the market value of the other class(es) of shares
of the new applicant that are unlisted.

The Exchange may publish quidance on the Exchange’s website,
as_amended from time to time, as to the calculation of the
expected market capitalisation of a new applicant which has
shares listed on other requlated market(s).

The fact that an applicant is able to satisfy the minimum market
capitalisation_and value criteria of this rule does not of itself mean
that the applicant will be accepted as suitable for listing.

11.23A There must be sufficient shares for which listing is sought by a new applicant that are

held by the public and available for trading upon listing. This will normally mean that

a new applicant must have a portion of the class of shares for which listing is sought

that are held by the public and not subject to any disposal restrictions (whether under

contract, the Listing Rules, applicable laws or otherwise) at the time of listing that:

(1) represents at least 10% of the total number of issued shares in the class of

shares for which listing is sought (excluding treasury shares), with an expected

market value at the time of listing of not less than HK$15,000,000; or

(2) has an expected market value at the time of listing of not less than

HK$600,000,000.

Notes: (1) While certain_issuers may have shares that are not subject to any

disposal restrictions, such shares may otherwise not be available for

trading at the time of listing. Shares that have been granted but unvested

under a share award scheme (as defined in rule 23.01A) must be

excluded from the calculation of free float in this rule, reqgardless of

whether they are considered as being “in public hands” (see Note 3 to

rule 11.23).

(2) Forthe purpose of the calculation of free float in this rule, only shares (for

which listing is sought) that are in issue at the time of listing (excluding

treasury shares) shall be counted.
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Chapter 16

EQUITY SECURITIES

PUBLICATION REQUIREMENTS

Formal notice on issue
16.07 ...

(2) a placing by or on behalf of a new applicant where any20%-er-mere-of-the
amount placed is made available directly to the general public; or

(3) a placing by or on behalf of a listed issuer of securities of a class new to listing
where any20%-er-meore-of-the amount placed is made available directly to the
general public.
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Chapter 17

EQUITY SECURITIES

CONTINUING OBLIGATIONS

General matters relevant to the issuer’s securities

Sufficiency of public float

17.38A An issuer shall include in its annual report-a-statement-of sufficiency-of public-float:

information relating to public float and the interests of its shareholders as follows:—

(1) a_statement setting out the percentage of the class of shares listed on the
Exchange held by the public as at the end of the relevant financial year; and

(2) a statement setting out the composition of the ownership of the relevant class
of shares listed on the Exchange as at the end of the relevant financial year.

The-statement-References to “the public” in this rule shall have the same meaning as
specified in rule 11.23. Such information should be based on information that is
publicly available to the issuer and within the knowledge of its directors as-atthelatest

practicable-dateprior-to-the-issue-ofin preparing the annual report.
Notes: (1) [Repealed [date]|GEM listed-issuersthat-have-been-allowed alower

(2) The Exchange may issue guidance on the Exchange’s website, as
amended from time to time, on the particulars required to be disclosed
pursuant to this rule.
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Chapter 18

EQUITY SECURITIES
FINANCIAL INFORMATION

18.08B An issuer shall include in its annual report a-statement-ofsufficiency-of publicfloat

with-the information relating to its public float and the interests of its shareholders

as-required-under rule 17.38A.
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Chapter 25

EQUITY SECURITIES

ISSUERS INCORPORATED
IN THE PEOPLE’S REPUBLIC OF CHINA

Definitions

25.04 In this Chapter

(2)

25.07A (1)

the term “PRC Governmental Body” means:—

(c)

PRC Local Governments immediately under the PRC Provincial-level
Governments, including prefectures ([&), municipalities (/) and counties
(88), together with their respective administrative arms, agencies and
institutions that is not engaging in commercial business or operating
another commercial entity-,

for a PRC issuer,

(E)]

(b)

the term “A shares” means shares of a PRC issuer that are listed on a
PRC stock exchange;

the term “other listed shares” means shares of a PRC issuer in the class
to which H shares belong that are listed on other requlated market(s),
such as A shares; and

the term “unlisted shares” means shares of a PRC issuer in the class to
which H shares belong that are not listed on any requlated market.

Chapter 11 — Qualifications for Listing

Rule 11.23 is amended by adding the following provision to sub-paragraph (7):

Where a new applicant is a PRC issuer and has no other listed shares at the

time of listing, the prescribed percentage referred to in this rule shall be
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calculated based on: (a) the numerator being the H shares held by the public
at the time of listing; and (b) the denominator being the total number of issued
shares in the class to which H shares belong at the time of listing (including any
unlisted shares but excluding treasury shares). The reference to the “expected
market value of the class of securities” shall mean the expected market value
of the shares referred to in the denominator.

Note: For the avoidance of doubt, the requirement under rule 25.07A(1) does
not apply to a PRC issuer if it has other listed shares at the time of listing.
In such circumstances, rule 25.07A(2) would apply.

Rule 11.23 is amended by adding the following provision to sub-paragraph (9):

Where a new applicant is a PRC issuer and has other listed shares at the time
of listing, the requirement in this rule shall be replaced by a requirement that
there must be a portion of the H shares for which listing is sought that are held
by the public, at the time of listing, that: (i) represents at least 10% of the issuer’s
total number of issued shares in the class to which H shares belong (excluding
treasury shares); or (ii) has an expected market value of not less than
HK$3,000,000,000.

Where a new applicant is a PRC issuer and has no other listed shares at the

time of listing, the prescribed percentage in rule 11.23A shall be calculated
based on: (a) the numerator being the H shares held by the public that are not
subject to any disposal restrictions (whether under contract, the Listing Rules,
applicable laws or otherwise) at the time of listing; and (b) the denominator
being the total number of issued shares in the class to which H shares belong
at the time of listing (including any unlisted shares but excluding treasury

shares).

Note: For the avoidance of doubt, the requirement under rule 25.07B(1) does
not apply to a PRC issuer if it has other listed shares at the time of listing.

In such circumstances, rule 25.07B(2) would apply.

Where a new applicant is a PRC issuer and has other listed shares at the time
of listing, the references to a “class of shares” and a “class of shares for which
listing is sought” in rule 11.23A shall mean H shares.

25.07C Note 12 to Rule 11.23 is modified by the following provision:
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25.34C

Where a new applicant is a PRC issuer and has shares apart from the H shares, for
the purpose of calculating its expected market capitalisation at the time of listing, the
expected issue price of the H shares shall be used as a basis for determining the
market value of the other shares of the new applicant that are unlisted.

Note: The Exchange may publish quidance on the Exchange’s website, as amended

from time to time, as to the calculation of the expected market capitalisation of
a new applicant that has shares listed on another requlated market.

Chapter 19 — Notifiable Transactions

Rule 19.07(4) is amended by adding the following provisions:

Where the shares of a PRC issuer (etherthanH-shares)-are-listed-onaPRC-stock
exchangehas other listed shares, the market capitalisationvalue of its PRC-other

listed shares is to be determined based on the average closing price of those shares
for the 5 days on which trading is conducted on the relevant PRC-stock-exchange
requlated market immediately preceding the transaction.

Where a PRC issuer has issued unlisted shares, the market eapitalisation-value of its
unlisted shares is calculated by reference to the average closing price of its H shares
for the 5 business days preceding the transaction.
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The Stock Exchange of Hong Kong Limited

Practice Note 6

to the Rules Governing the Listing of Securities on GEM
of The Stock Exchange of Hong Kong Limited
(the “GEM Listing Rules”)

Issued pursuant to rule 1.07 of the GEM Listing Rules

Initial Public Offer of Securities

Allocation of shares

At least 50% of the total number of shares initially offered in the initial public offering
must be allocated to investors in the placing tranche (other than Cornerstone Investors).

Offers involving a subscription tranche

Where an IPO includes both a placing and a public subscription tranche, an issuer must

ensure eitherthe-minimum-allocation-of sharesto-the-subscriptiontranche-shall-be-as
follows:

(@) a prescribed allocation of shares offered in the IPO to the public subscription
tranche and a clawback mechanism as follows:

- an initial allocation of not less than 5406% of the shares offered in the IPO;

- a clawback mechanism that increases the number of shares to 10308% when the
total demand for shares in the subscription tranche is 4510 times but less than 50
times the initial allocation;_and

- a clawback mechanism that increases the number of shares to 2050% when the
total demand for shares in the subscription tranche 50400 times or more of the
initial allocation;_or-

(b) a minimum initial allocation of 10% of shares offered in the IPO to the public
subscription tranche with no clawback mechanism.
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Investors are free to select whether to apply in the placing tranche or the subscription
tranche. Where the placing tranche and the subscription tranche are completed
simultaneously an investor may submit an application in one of the pools in the
subscription tranche and indicate an interest ferin shares in the placing tranche. An
investor may only receive shares in the placing tranche or the subscription tranche.
Investors which have not received shares in the subscription tranche may receive shares
in the placing tranche.

Issuers should reject multiple applications within either pool or between pools. Issuers,
their directors, sponsors and underwriters are required to take reasonable steps to
identify and reject indications of interest in the placing tranche from investors that
received shares in the subscription tranche.-nvestors-which-have-notreceived-shares

in-the-subscription-tranche-mayreceive-shares-in-the-placing-tranche-
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C. Corporate Governance/
Environmental, Social and Governance

Appendix C1

CORPORATE GOVERNANCE CODE

PART 2 - PRINCIPLES OF GOOD CORPORATE GOVERNANCE,
CODE PROVISIONS AND RECOMMENDED BEST PRACTICES

F. SHAREHOLDERS ENGAGEMENT

F.1 Effective communication

Recommended Best Practices

F.1.2

(b) indication of important shareholders’ dates in the coming financial
year;_and

(c) [Repealed [date]lthe—percentage—of —public—float,—based—on

Il-20



D. Document Content Requirements

Appendix D1A
CONTENTS OF LISTING DOCUMENTS

Equity Securities

In the case where listing is sought for equity
securities of an issuer no part of
whose share capital is already listed

Information about the securities for which listing is sought and the terms and
conditions of their issue and distribution

14.

(4) A statement of the minimum prescribed percentage applicable-to-the-of securities
to _be held bv the public pursuant to rule 11. 23—|-f—the—mm+mum—p;eseﬂbed
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Appendix D1B

CONTENTS OF LISTING DOCUMENTS

Equity Securities

In the case where listing is sought for equity
securities of an issuer some part of
whose share capital is already listed

Information about the securities for which listing is sought and the terms and
conditions of their issue and distribution

9.

(4) In case of a new class of securities to be listed, a statement of the minimum
prescribed percentage applicable-to-thatclass-of securities to be held by the public

pursuant to rule 11. 23—#—the—m4mmum—p¢esenbed—pereen¥age—eannet—be
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APPENDIX lll: MAPPING OF PROPOSALS TO REFERENCES TO THE LISTING RULES

1. This appendix contains mapping tables setting out our proposals and the corresponding references to the Listing Rules. The proposed
amendments to the Rules are set out in Appendices | and Il to the Consultation Paper.

2.  Table 15 sets outs key proposals contained in Chapter 1 of the Consultation Paper, and Table 16 sets out other Rule amendments contained
in Chapter 2 of the Consultation Paper.

Table 15: Key proposals contained in Chapter 1 of the Consultation Paper

Subject (Section Reference in Chapter 1) Listing Rules

Main Board

I.  Open Market Requirements

Basis for calculation of public float percentage = Amend Rule 8.09(1) Amend Rule 11.23(2)(a)

(§1.A.1)

Meaning of “the public” Amend Rule 8.24 Amend Note 3 to Rule 11.23

(§1.A.2)

Initial public float thresholds Amend Rule 8.08(1)(a) Amend Rule 11.23(7)

(§1.B.1)
Amend Rules 8.08(1)(b) and 19A.13A Amend Rules 11.23(9) and 25.07A
Repeal Rule 8.08(1)(d) Repeal Rule 11.23(10)
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Subject (Section Reference in Chapter 1) Listing Rules

Main Board GEM

Amend Note to Rule 18B.05 and Note to (Nil)

Rule 18B.65
Ongoing public float disclosure Amend Rule 13.35 Amend Rule 17.38A
(§1.B.3)
Repea Repeal RBP F.1.2(c) of Appendix C1
| RBP F.1.2(c) of Appendix C1
Amend paragraph 34A of Appendix D2 Amend Rule 18.08B
Initial free float requirement Add Rules 8.08A and 19A.13C Add Rules 11.23A and 25.07B
(§1.C)
Amend Rule 18A.01 (Nil)
Repeal Rules 18A.07 and 18C.10 (Nir)
Initial minimum percentage and market Amend Rules 8.08(1)(b) and 19A.13A Amend Rules 11.23(9) and 25.07A
capitalisation of listed shares for A+H issuers
and other prescribed types of issuers
(§1.D.1)
Il. IPO Allocation
Regulatory lock-up on cornerstone investment  (Nil) (Nil)
(§ 1.LA)

[l - 24



Subject (Section Reference in Chapter 1) Listing Rules

Main Board GEM
Allocation to the placing tranche Amend Rule 1.01 Amend Rule 1.01
(§11.B)
Add Rule 18C.08A (Nil)
Amend paragraph 2 of Practice Note 18 (Nir)
Add paragraph 3.2 to Practice Note 18 Add paragraph 3A to Practice Note 6
Amend paragraph 4 of Appendix F1 (Nil)
Allocation to the public subscription tranche Amend Rule 18C.09 (Nir)
(§11.C)
Amend paragraphs 4.2, 4.5 and 4.6 of Amend paragraphs 4, 7 and 8 of Practice
Practice Note 18 Note 6
Restrictions on Reallocation and PO Over- (Nir) (Nir)
subscription
(§11.D)
lll. Pricing Flexibility Mechanism (Nir) (Nir)
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Table 16: Other Rule amendments contained in Chapter 2 of the Consultation Paper

Subject (Section Reference in Listing Rules

Chapter 2)
Main Board

.  Placing Guidelines Amend Notes to Rule 12.08A Amend Rule 10.12
Amend Appendix F1 (Nil)

ll. Consequential Rule Amendments

Bonus Issues of a Class of Amend Rules 8.08(2) and 8.08(3) Amend Rules 11.23(3)(b)(ii) and 11.23(8)
Securities New to Listing
(§ 1.LA)
Add Rule 8.08(4) Add Note 11 to Rule 11.23
Statement of Minimum Public Float ~ Add paragraph 14(3) to Appendix D1A, (Nil)
in Listing Document and add paragraph 9(3) to Appendix D1B
(§11.B)
Exceptions for Secondary Listings of Amend Rule 19C.11 (Nil)
Overseas Issuers
(§11.C)
Minimum Market Value of H Shares  Repeal Rule 19A.13B (Nil)
(§11.D)
Mandatory Public Offer (Nil) Amend Rule 10.11A
Requirement for GEM Issuers
(§ 1.LE)
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Subject (Section Reference in

Chapter 2)

Illl. Other Rule Amendments

Listing Rules

Main Board

Determination of Market
Capitalisation for New Listing
Applicants

(§ IL.A)

Amend Rules 8.09A

Add Note 12 to Rule 11.23

Add Rule 19A.13D

Add Rule 25.07C

Listing Notice
(§111.B)

Amend Rule 12.02

Amend Rule 16.07

SPAC Warrants and Successor
Company’s Warrants

(§ 11.C)

Add Rules 18B.05A and 18B.65A

(Nil)

Allocation of Shares in Specialist
Technology Companies

(§ 111.D)

Amend Rule 18C.08

(Nil)
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APPENDIX IV: COMPARISON OF OPEN MARKET REQUIREMENTS AMONG INTERNATIONAL

STOCK EXCHANGES

Table 17: Public float calculation approaches of the Exchange and other international stock exchanges

Stock
exchange

Public float” calculation approach

HKEX Calculated as a percentage of the issuer’s total number of issued shares (excluding treasury shares).

ASX! Calculated as the percentage of the main class of securities of an entity (i.e. ordinary securities of the entity, or where
ordinary securities are not to be quoted, the class of securities designated by ASX) that: (a) are not restricted securities or
subject to voluntary escrow; and (b) are held by non-affiliated security holders.

LSE (Main Where an applicant is applying for the admission of a class of equity shares to listing in the equity shares (commercial

Market)? companies) category, a sufficient number of shares of that class must, no later than the time of admission, be distributed to

the public.
For this purpose:

(a) shares for which application for admission has been made are to be taken into consideration and treasury shares are not
to be taken into consideration; and

(b) shares are not held in public hands if they are: (i) held by certain persons (e.g. directors, trustees of any employees’
share scheme, and shareholders with 5% or more shareholding); or (ii) subject to lock-up period of more than 180
calendar days.

1

2

ASX Listing Rule 19.12.
FCA Handbook UK Listing Rules 5.5.1R, 5.5.2R and 5.5.3R.



https://www.asx.com.au/about/regulation/rules-guidance-notes-and-waivers/asx-listing-rules-guidance-notes-and-waivers
https://www.handbook.fca.org.uk/handbook/UKLR/5/5.html
https://www.handbook.fca.org.uk/handbook/UKLR/5/5.html
https://www.handbook.fca.org.uk/handbook/UKLR/5/5.html

Stock Public float" calculation approach

exchange

SGX3 At listing, an issuer must ensure that a proportion of its post-invitation issued share capital are to be held in public hands. For
this purpose, existing public shareholders may be included, subject to an aggregate limit of 5% of the issuer's post-invitation
issued share capital and provided such shares are not under moratorium.

After listing, an issuer must ensure that a percentage of the total number of issued shares excluding treasury shares
(excluding preference shares and convertible equity securities) in a class that is listed is at all times held by the public.

" Please note that each stock exchange adopts its own definition of “public float” (sometimes referred to as “free float”) and these definitions may differ from that
of the Exchange.

Table 18: Initial and ongoing public float thresholds on the Exchange and other international stock exchanges

Stock exchange | Initial public float thresholds’ Ongoing public float thresholds’

SEHK* 25% of the issuer’s total number of issued shares (excluding Same as initial listing requirements
treasury shares) or 15% to 25% for issuers with an expected
market capitalisation at the time of listing of over HK$10 billion,
with a market value of shares held by the public of at least HK$125
million (GEM: HK$45 million)

ASX5 20% of the main class of securities of the entity No requirement

3 SGX Mainboard Rule 210(1)(a) (Catalist Rule 406(1)); and SGX Mainboard Rule 723 (Catalist Rule 723).
4 MB Rules 8.08(1)(a) and (d) (GEM Rules 11.23(7) and (10)); and MB Rule 8.09(1) (GEM Rule 11.23(2)(a)).
5 ASXListing Rule 1.1 (Condition 7).


https://rulebook.sgx.com/rulebook/210
https://rulebook.sgx.com/rulebook/406
https://rulebook.sgx.com/rulebook/723-3
https://rulebook.sgx.com/rulebook/723-2
https://www.asx.com.au/about/regulation/rules-guidance-notes-and-waivers/asx-listing-rules-guidance-notes-and-waivers

Stock exchange | Initial public float thresholds’ Ongoing public float thresholds’

LSE (Main 10% of the shares for which application for admission has been Same as initial listing requirements
Market)® made (excluding treasury shares)

Nasdaq (Global At least 1.25 million unrestricted publicly held shares with a market At least 750,000 to 1.1 million publicly held shares

Select Market)’ value of US$45 million at IPO (for domestic companies) with a market value of US$5 million to US$15
million
NYSE? At least 1.1 million publicly held shares with an aggregate market At least 600,000 publicly held shares

value of US$40 million at IPO (for domestic companies)

6 FCA Handbook UK Listing Rules 5.5.2R and 6.2.22R.
7 Nasdaq Rules 5315(e)(2), 5315(f)(2)(C) and 5450.

8 NYSE Listed Company Manual Sections 102.01A and 802.01.



https://www.handbook.fca.org.uk/handbook/UKLR/5/5.html
https://www.handbook.fca.org.uk/handbook/UKLR/6/2.html#D74
https://listingcenter.nasdaq.com/rulebook/nasdaq/rules/Nasdaq%205300%20Series
https://listingcenter.nasdaq.com/rulebook/nasdaq/rules/Nasdaq%205300%20Series
https://listingcenter.nasdaq.com/rulebook/nasdaq/rules/Nasdaq%205400%20Series
https://nyse.wolterskluwer.cloud/listed-company-manual/09013e2c85545f25
https://nyse.wolterskluwer.cloud/listed-company-manual/09013e2c8556747d?searchId=2505783732

Stock exchange | Initial public float thresholds’ Ongoing public float thresholds’

SGX (Mainboard)® Market capitalisation (S$ million) Proportion of post-invitation 10% of the total number of issued shares
(“M”) share capital in public hands excluding treasury shares (excluding preference
shares and convertible equity securities) in a class
M < 300 25% thatis listed
300 =M <400 20%
400 <M <1000 15%
M = 1000 12%

" Please note that each stock exchange adopts its own definition of “public float” (sometimes referred to as “free float”) and these definitions may differ from that
of the Exchange. For example, LSE and SGX exclude shareholders with 5% or more shareholding from the definition of “the public”, while the corresponding
threshold for the Exchange is 10%. Also, ASX, LSE, Nasdaq and SGX all have additional requirements in place to ensure that some or all of such shares to be
counted towards “public float” are also not subject to any lock-up arrangement upon listing.

Table 19: Public float disclosure in annual reports of issuers listed on the Exchange and other international stock exchanges

Stock Disclosure of public float in annual reports

exchange

SEHK™0 A statement of sufficiency of public float (based on information that is publicly available to the issuer and within the knowledge
of its directors as at the latest practicable date prior to the issue of the annual report)

9 SGX Mainboard Rule 210(1)(a) and 723.
0 MB Rule 13.35 (GEM Rule 17.38A).


https://rulebook.sgx.com/rulebook/210
https://rulebook.sgx.com/rulebook/723-3

Stock Disclosure of public float in annual reports

exchange
US stock A statement of the aggregate market value of the voting and non-voting common equity held by non-affiliates (computed by
exchanges™ reference to the price at which the common equity was last sold, or the average bid and asked price of such common equity,

as of the last business day of the registrant’s most recently completed second fiscal quarter)

Note. If a determination as to whether a particular person or entity is an affiliate cannot be made without involving
unreasonable effort and expense, the aggregate market value of the common stock held by non-affiliates may be calculated
on the basis of assumptions reasonable under the circumstances, provided that the assumptions are set forth in the Form
10-K.

SGX'? A statement setting out the percentage of shareholding held in the hands of public and confirmation that Mainboard Rule
723 (Catalist Rule 723) is complied with

Note: See Table 18 above for the requirement under Mainboard Rule 723.

" Form 10-K (Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934), p.10.
2. SGX Mainboard Rule 1207(9)(e) (Catalist Rule 1204(9)(e)).


https://www.sec.gov/about/forms/form10-k.pdf
https://rulebook.sgx.com/rulebook/1207
https://rulebook.sgx.com/rulebook/1204

APPENDIXV: SUMMARY OF OPEN MARKET REQUIREMENTS

Table 20: lllustration of initial public float and free float requirements (current and proposed) for selected types of issuers

Current initial public float Proposed initial public float Proposed initial free float

requirements requirements requirements

Free float shares in public hands

Issuers with a Basis Numerator Shares in public hands
single class of for %
shares (other calculation | Denominator Total number of issued shares

than a PRC

'ssuer) 25% (or 15% to 25% if the Tiered percentage thresholds 10%-’ -With market value Of-HK$50
Thresholds expected market capitalisation °ap g million (GEM: HK$15 million)
. . - ranging between 5% and 25%
is over HK$10 billion at listing) (or HK$600 million in market value)
Issuers with a Basis Numerator Shares (or securities) in public hands Free float shares in public hands
WVR structure for %
and SPACs o) (o] 1110 s M BN IREIIAS  Total number of issued shares | Total number of shares (or securities) in issue of the class to be listed’
25% (or 15% to 25%f the Tiered percentage thresholds 10%-’ -With market value Of-HK$50
Thresholds expected market capitalisation °ap g million (GEM: HK$15 million)
. . - ranging between 5% and 25%
is over HK$10 billion at listing) (or HK$600 million in market value)

' This means that: (a) in the case of an issuer with a WVR structure, WVR shares would be excluded; and (b) in the case of a SPAC, Promoter Shares (and Promoter Warrants)
would be excluded.



Current initial public float Proposed initial public float Proposed initial free float

requirements requirements requirements
PRC issuers with Basis Numerator H shares in public hands Free float H shares in public hands
a single class of for %
shares and no calculation | Denominator Total number of issued shares
other listed
shares 25% (or 15% to 25% if the Tiered a6 threshold 10%, with market value of HK$50
Thresholds expected market capitalisation 'ered perceniage fresnoias million (GEM: HK$15 million)
. - - ranging between 5% and 25%
is over HK$10 billion at listing) (or HK$600 million in market value)
A+tH issuers | _, Basis NVNETEIGIE A and H shares in public hands
with a é for %
single class | .2 | calculation | Denominator EEReciRVyl g FRNIESIENES Repeal current requirement (Not applicable)
of shares <
& Thresholds 25%
Basis Numerator H shares in public hands H shares in public hands Free float H shares in public hands
A for %
_‘E calculation | Denominator Total number of issued shares Total number of H shares in issue
(7]
T
= 15%, with market value of 10%, with market value of 10%, with market value of HK$50
E HK$125 million (GEM: HK$45 HK$125 million (GEM: HK$45 million (GEM: HK$15 million)
£ Thresholds million) million)
(or HK$3 billion in market value) | (or HK$600 million in market value)




APPENDIX VI: PRIVACY NOTICE

Hong Kong Exchanges and Clearing Limited and its affiliated companies (together "HKEX", "we", our”
or "us") are committed to protecting all Personal Data under our custody, control, or possession.
“Personal Data” is any information that relates to an identifiable individual or can be used to identify an
individual — sometimes the individual is referred to as a “Data Subject” or consumer.

This privacy notice (“Notice”) applies to the Personal Data we collect and further process from Data
Subjects who respond to our public consultation papers.

If the correct Personal Data is not submitted to HKEX then we may not be able to ensure the correct
details are published or contact respondents if we have queries about their comments and/or, we may
be unable to process requests relating to their rights as Data Subjects under the applicable data
protection laws.

What Personal Data do we collect and how do we collect it?

Information directly submitted by or collected from you:

¢ Identity data such as name and position in a company;

e Contact data such as phone number and email address;

e Opinion data such as your response to the consultation paper; and

e Communications data such as subsequent correspondence with you to clarify your comments or
to confirm your identity data.

For Data Subjects in Mainland China:

o to verify your identity, we may process your name, position, phone number, and email address;

e to communicate with you, we may process your name, position, phone number, and email
address;

e to register your response in our records or change your response upon your request, we may
process your hame, position, answers and reasons for those answers; and

e to prepare our publication material, we may process and publish your name and position (where
your consent has been provided), and your answers and reasons for those answers.

For Data Subjects who are California residents:
To the extent the California Privacy Rights Act applies, the types of Personal Data we collect (and have
collected in the past 12 months) includes the categories listed below, as defined by California state law:

Category Source Purpose of Processing
Personal identifiers such as your | Collected directly from | For verification of identity,
name and email address you clarification of comments, record

keeping and/or publication

Information About You including your
name, position, and telephone number

Why do we use the Personal Data and how do we use it?
The “Legal Basis” is what data protection laws set out as the lawful reasons for processing Personal

Data, such as a legitimate interest to operate our business so long as it does not materially and
adversely impact your interests, rights, and freedoms.
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Legal Basis Purpose

Legitimate e Opinion data as part of the consultation process to understand the
Interests market/public response to the proposal(s) set out in the consultation;

e |dentity and contact data to verify and clarify responses;

e |dentity data where consent has been provided for external publication;

Public Interest e We may also process your personal data on the basis that it is necessary
for the performance by HKEX of a task in the public interest.

Consent Separate consent

e Required if you are a Data Subject in Mainland China and we need to
share your Personal Data with a third party, publicly disclose it, or transfer
it outside Mainland China.

Legal or | ¢ Discharge the functions of HKEX and any company of which HKEX is the
Regulatory recognised exchange controller;
Obligations e Comply with a court order, subpoena or other legal process;

e Comply with a request by a government authority, law enforcement
agency or similar body; and

o Comply with laws applicable to us including domestic data protection
laws.

Do we disclose Personal Data to third parties or transfer it to another jurisdiction?

HKEX discloses Personal Data to one or more third party organisations that enable us to process public

consultation papers and these include:

o Affiliates of Hong Kong Exchanges and Clearing;

e Our contractors or vendors who provide telecommunications, IT security, or other technical
assistance;

e Our vendors who facilitate the availability of online forms;

e Our vendors who provide strategy or other consultancy services in respect of our businesses; and

e Our agents, contractors or vendors who provide administrative support to us.

To fulfil our legal obligations, we may also share your Personal Data with courts, regulatory authorities,
government and law enforcement agencies, and other public authorities.

Further details about these third parties may be provided upon request to the address in the “Contact
Us” section below. We shall endeavour to provide such information to the extent we are required to do
so under applicable data protection laws.

Where required under applicable data protection laws, HKEX will only disclose Personal Data to third
parties with your prior consent. In certain jurisdictions, HKEX may also be required to take additional
measures prior to giving effect to such transfers (e.g. carrying out privacy impact assessments prior to
the transfer).

HKEX may process Personal Data outside of the Data Subject's home jurisdiction, including sharing
the Personal Data with third parties. HKEX shall use reasonable endeavours to ensure that the laws
and regulations of the destination jurisdiction shall offer the same or comparable level of protection for
Personal Data. Where this is not the case, we shall ensure appropriate safeguards are in place at the
time of the transfer by implementing standard contractual clauses or other data transfer mechanism
approved by the authorities of the relevant jurisdiction. Where required under applicable data protection
laws, we shall also carry out additional measures for the offshore transfer such as carrying out a privacy
impact assessment.

The regions where the Personal Data may be hosted or transferred to will vary from time to time, but
typically include Hong Kong, the UK, US, EU, Switzerland, Singapore, Japan, India, and Mainland China.
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Further details on the processing locations and our measures for safeguarding international transfers
(including adequacy decisions) may be obtained upon request to the address in the “Contact Us” section
below.

How long do we keep the Personal Data?

Personal Data is retained in accordance with our internal policies, including our Group Record Retention
Policy, and applicable law.

Your Personal Data will be retained by us for as long as is necessary to fulfil the purposes required for
the processing. HKEX will also refer to the following factors when determining or confirming the
appropriate retention period of Personal Data:

the original purpose of collection;

the termination of any contract involving the Data Subject’'s Personal Data;

the limitation period as defined in the applicable law;

the existence of any legal or regulatory investigations or legal proceedings;

specific laws or regulations setting out HKEX’s functions, obligations, and responsibilities;
retention period set out in non-statutory guidelines issued by our regulators or international
bodies; and

o the sensitivity of the Personal Data and the degree of risk from the associated processing activity.

For Data Subjects in Mainland China, we usually retain the Personal Data for not more than 3 years
from the last activity or interaction with us. Further details of our Personal Data retention period may be
obtained upon request to the address in the “Contact Us” section below.

Where any Personal Data is no longer necessary for the purposes for which it is collected, we shall
cease the processing of that Personal Data as soon as reasonably practicable (although copies may
be retained as necessary for archival purposes, for use in any actual or potential dispute, or for
compliance with applicable laws), and take reasonable measures to destroy the relevant Personal Data.

How do we keep your Personal Data secure?

We will take all practicable and reasonable steps to promote the security of the Personal Data we
process in a manner consistent with applicable data protection laws and established international
security standards. This includes physical, technical and administrative safeguards, to help prevent
unauthorised access, collection, use, disclosure, copying, modification, disposal or similar risks, and
the loss of any storage medium or device on which the Personal Data is stored, and to maintain the
general security of the data.

Rights over the Personal Data

As a summary, the following Data Subject rights may be exercised to the extent provided under
applicable data protection laws:

e confirm whether we hold the Data Subject’s Personal Data and the type of Personal Data held by
us;

access a copy of the Personal Data held by us;

delete your Personal Data held by us;

correct or supplement your Personal Data where it is found to be inaccurate;

restrict the processing performed on your Personal Data;

withdraw consent to the processing of your Personal Data in certain situations (e.g. processing
carried out on the basis of our legitimate interests); and

o transfer the Personal Data to another party in a machine readable format.
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In certain jurisdictions, Data Subjects may also be provided with additional rights.

California e Request that we disclose the categories of third parties with whom we have
shared the information and the categories of Personal Data that we have
shared with third parties for a business purpose.

Mainland China | ¢ Explanation on the rules of processing the Personal Data;

o Extension of the Data Subject rights to a surviving next-of-kin where the
applicable laws permit; and

o Transfer of your Personal Data to your designated party, where the
applicable laws permit.

United Kingdom | ¢ Right to object to processing. You have the right to object to processing to
and Europe the extent we process your Personal Data because the processing is in our
legitimate interests.

Singapore ¢ In certain circumstances, receive information about the ways in which the
Personal Data has been or may have been used or disclosed by us in the
year before the date of the request.

Where these rights apply, we shall use reasonable endeavours to fulfil the request or provide an
explanation. Please note that under applicable data protection law, we are only obligated to respond to
Personal Data requests from the same Data Subject up to two times in a 12-month period, and we may
be limited in what Personal Data we can disclose which is also for the protection of your Personal Data.

We will endeavour to respond to you as soon as possible and, in any event, within the timeframe
stipulated under the applicable data protection law. In the event of a potential delay, we will provide an
explanation and the expected timeframe for delivery. Under applicable data protection law, we may also
be required to charge a reasonable fee for the cost of processing the request.

Please note that we may need to seek confirmation of identity or clarification in order to fulfil the request.
If you as the Data Subject would like to appoint an authorised agent to make a request on your behalf,
we may require you to verify your identity with us directly before we provide any requested information
to your authorised agent unless your authorised agent has power of attorney or acts as a conservator.
Information collected for purposes of verifying your request will only be used for verification. For deletion
requests, you will be required to submit a verifiable request for deletion and then confirm separately
that you want Personal Data about you deleted.

If you would like to exercise your data subject rights, please contact the HKEX Group Data Protection
Office via one of the channels below.

Contact Us

If you have any questions or comments relating to the content of this Notice, report any concerns about
our Personal Data processing, or if you would like to exercise your Data Subject Rights, please contact
us through the channels below:

Group Data Protection Officer

GDPO Office

Hong Kong Exchanges and Clearing Limited
8/F., Two Exchange Square8 Connaught Place
Central

Hong Kong

DataPrivacy@hkex.com.hk
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UK Representative:
10 Finsbury Square, London, EC2A 1AJ, United Kingdom

EU Representative:
De Cuserstraat 91, 1081 CN Amsterdam, Postbus/PO Box 7902, 1008 AC Amsterdam, Netherlands
hkex.eurep@eversheds-sutherland.com

Please include the following details in any request to exercise your Data Subject Rights:

Identity of Data Subject

Full Name

Company Name

Email Address

Address of principal residence

Identity particulars if acting on behalf of a Data Subject
Contact details held on file or Document(s) to verify identity

Nature of the Request

e Product or Service to which the Data Subject has subscribed

e Specific Right
o Purpose of the Request
o Preferred communication channel and address for receiving the results of the request
o Document(s) to support the rights request

Any Data Subject who has contacted us to express concerns about the way we manage their Personal
Data and is of the view that we have not addressed the matter satisfactorily, may also contact the
relevant privacy regulator to resolve the matter or seek assistance.

The privacy regulator in the United Kingdom is the Information Commissioner, who may be contacted
at https://ico.org.uk/make-a-complaint/ or by post to: Wycliffe House, Water Lane, Wilmslow, Cheshire,
SK9 5AF, United Kingdom.

If you live outside of the UK, you may contact the relevant data privacy regulator in your country of
residence.

Last updated: 7 June 2024
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Hong Kong Exchanges
and Clearing Limited

8/F, Two Exchange Square,
8 Connaught Place,
Central, Hong Kong

hkexgroup.com | hkex.com.hk

info@hkex.com.hk
T +852 2522 1122
F +852 2295 3106
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