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n order to provide a versatile listing regime, many special
companies are permitted to be listed and traded on HKEX under
the Listing Rules including:

*  overseas companies under chapter 19 of the Listing Rules;

¢ PRC companies (with H shares listed on HKEX and A shares listed
on Shanghai or Shenzhen stock exchange) under chapter 19A;

¢ authorised collective investment schemes (including real estate

investment trusts (REITs)) under chapter 20;

investment companies under chapter 21;

mineral companies under chapter 18;

companies with weighted voting rights under chapter 8A;

biotech companies under chapter 18A; and

special purpose acquisition companies under chapter 18B.

* & 6 0+ o

The listing and trading of these companies and each of which are
subject to specific disclosure and compliance requirements as therein
contained, in addition to, and/or in substitution for, the general
obligations under the Listing Rules applicable to all companies that
are listed on HKEX.

In October 2022, HKEX issued a consultation paper to consult
the market on the new regime for the listing and trading of
Specialist Technology Companies (as hereinafter defined). The
consultation was well received by the market. In March 2023,
HKEX issued the consultation conclusions implementing the
new regime with effect from 31 March 2023. On 30 June 2023,
HKEX published the first IPO application under this new regime
from Black Sesame International Holding Limited, an automotive-
grade computing SoC and SoC-based intelligent vehicle solution
provider. This FRA column gives a brief overview of the new regime
for the listing and trading of Specialist Technology Companies.

Definition of Specialist Technology Companies

Under LR 18C.01, a Specialist Technology Company is defined as a
company primarily engaged in the research and development of, and
commercialisation and/or sales of, Specialist Technology Products
within an acceptable sector of a Specialist Technology Industry
and maybe a Commercial Company (meeting certain revenue
requirement set out in LR 18C.03(4)) or Pre-Commercial Company (not
meeting such revenue requirement). Specialist Technology Industries
or acceptable sectors thereof are set out in paragraph 7 of the
Guidance Letter issued by HKEX and include:

(a) next generation information technology including cloud-based
services and artificial intelligence;

(b) advanced hardware and software including robotic and automation,
semiconductors, advanced communication technology, electric
and autonomous vehicles, advanced transportation technology,
aerospace technology, advanced manufacturing, quantum
information technology and computing, and metaverse technology;

(c) advanced materials including synthetic biological materials,
advanced inorganic materials, advanced composite materials and
nanomaterials;
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(d) new energy and environmental protection including new energy
generation, new energy storage and transmission technology,
and new green technology; and

(e) new food and agriculture technologies including new food
technology and new agriculture technology.

HKEX may accept an industry (other than the above) if the applicant
can demonstrate the matters contained in, and may reject an
application under, Guidance Letter. HKEX may update the guidance
on Specialist Technology Industries and acceptable sectors.

Specialist Technology is defined as science and/or technology
applied to products and/or services within an acceptable sector of a
Specialist Technology Industry. Specialist Technology Products are
products or services that apply Specialist Technology.

Qualifications for Listing
Under LR 18C.03-05, an applicant for listing under the Specialist
Technology Company regime must:

(@) be a Specialist Technology Company as defined;

(b) have been in operation in its current line of business for at least
three financial years prior to listing under substantially the same
management;

(c) have an initial market capitalisation at the time of listing of at
least HK$6 billion (for Commercial Company) or HK$10 billion (for
Pre-Commercial Company) respectively;

(d) have revenue of at least HK$250 million for its most recent
audited financial year (for Commercial Company);

(e) have engaged in research and development (R&D) of its Specialist
Technology Products for at least three financial years prior to listing;

() have incurred expenditure on R&D amounting to (i) at least
15% of its total operating expenditure (for Commercial
Company); (i) at least 30% of its total operating expenditure (for
Pre-Commercial Company with revenue of at least HK$150
million but less than HK$250 million for its most recent audited
financial year); and (iii) at least 50% of its total expenditure (for
Pre-Commercial Company with revenue of less than HK$150
million for its most recent audited financial year), in each case (1)
on a yearly basis for at least two of the three financial years prior
to listing; and (2) on an aggregate basis over all three financial
years prior to listing; and

must have received meaningful investment from sophisticated
independent investors (LR 18C.05).

@

R&D Expenditure is set out in paragraph nos. 21-26 of the Guidance
Letter issued by HKEX with illustrative sample calculations set out in
Appendix thereto.
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As regards meaningful investment
from sophisticated independent
investors under LR 18C.05, it is
set out in paragraph nos. 28-
30 (relating to independence
requirement), 31-36 (relating to
sophisticated investors), and 37-45
(relating to meaningful investment)
of the Guidance Letter.

Under LR 18C.06 and 07, a
Pre-Commercial Company must
in addition:

(@) demonstrate to HKEX and
disclose in its listing document
(prospectus) a credit path
to the commercialisation of
its Specialist Technology
Products that will result
in meeting the revenue
requirement under LR
18C.03(4), further guidance
on credit path is set out in
paragraph nos. 46-53 of the
Guidance Letter; and

T

ensure that it has available

sufficient working capital to cover at least 125% of its group’s
costs for at least 12 months from the date of application (after
taking into account the proceeds of new listing).

Under LR 18C.22-24, a Pre-Commercial Company may apply to
HKEX for removal of such designation if it meets the requirements of
a Commercial Company after listing.

IPO of Specialist Technology Companies

As regards allocation of shares, at least 50% of the offered shares
must be taken up by independent price setting investors in the
placing tranche (whether as Cornerstone Investors (as defined in LR
18A.01) or otherwise) under LR 18C.08. Independent price setting
investors and their allocations are set out in paragraph nos. 54-60 of
the Guidance Letter.

Under LR 18C.09, where the IPO includes both a placing tranche and
a public subscription tranche, the minimum shares allocated to the
public subscription tranche shall be:

(a) an initial allocation of 5% of total shares under IPO; and

(b) a clawback mechanism that increases the number of shares to
(i) 10% (when the demand for public subscription tranche is 10
times more but less than 50 times of the initial allocation); and
(ii) 20% (when the demand for public subscription tranche is 50
times or more of the initial allocation).
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On the contrary, shares may be transferred from the subscription
tranche to the placing tranche where there is insufficient demand in
the subscription tranche to take up the initial allocation.

As regards free or public float, the applicant must ensure that listed
shares with a market capitalisation of at least HK$400 million are
not subject to any disposal restrictions (whether under contract,
the Listing Rules, applicable laws or otherwise) at the time of listing
under LR 18C.10.

As regards offer size, HKEX expects the IPO offer to be of a
meaningful size and reserves the right not to approve the listing if the
offer size is not sufficient enough to facilitate price discovery or may
otherwise give rise to orderly market concerns (under LR 18C.11).

As regards the contents of the listing document (prospectus),
additional disclosure is required by HKEX from time to time under LR
18C.12, all of which are now set out in paragraph nos. 65-70 of the
Guidance Letter. Paragraph 70 sets out the key areas for additional
disclosure including (a) information on pre-IPO investment; (b) burn
rate; (c) cash operating cost; (d) Specialist Technology Products; (e)
disclosure on commercialisation status and prospects; (f) addressable
market, market share and industry overview; (g) business model
based disclosures; (h) R&D expenditure and experience and specific
risks; (i) industry standards/competent authority requirements;
(j) intellectual property; (k) risks; (I) warning statement; and (m)
additional disclosures for Pre-Commercial Companies.

Restrictions on Disposal (Lock Up Periods)
Under LR 10.07 as modified by LR 18C.13, controlling shareholders

of a Specialist Technology Company must not dispose of any shares
for a period of (a) 12 months (for Commercial Company) and (b) 24
months (for Pre-Commercial Company).
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Under LR 18C.14, (a) key persons are required to lock up for (i)
12 months (for Commercial Company) and (i) 24 months (for Pre-
Commercial Company) and (b) existing investors are required to lock
up for (i) 6 months (for Commercial Company) and (ii) 12 months
(for Pre-Commercial Company). Key persons comprise (a) founders;
(b) beneficiaries of weighted voting rights (if any); (c) executive
directors and senior management; and (d) key personnel responsible
for technical operations and/or R&D of its Specialist Technology
Products. Existing Investors are set out in paragraph nos. 80 and 81
of the Guidance Letter and include the sophisticated independent
investors under paragraph 37 thereof.

Amendments to Listing Rules and the Guidance Letter
The amendments to the Listing Rules with mark-ups and changes

to those as set out in the Consultation Paper are contained in
Appendix IV of the Consultation Conclusions and are also issued
by HKEX as Update No. 140 dated March 2023. Guidance Letter
for Specialist Technology Companies is contained in Appendix V
of the Consultation Conclusions and is issued by HKEX as HKEX-
GL115-23 in March 2023. The amendments to the Listing Rules and
the Guidance Letter are effective as from 31 March 2023.

Vincent P C Kwan
Solicitor/Certified Public Accountant (Fellow) (Non-Practising)
Member (Formerly Chairman), FRA Committee
The Chamber of Hong Kong Listed Companies
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