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CSRC Restricts Share
Placings in Follow-on
Offerings

In May 2006, the Chinese Securities
Regulatory Commission (“CSRC")
promulgated the Measures for the
Administration of Securities Offerings

by Listed Companies (the “Offering
Measures”), which established a legal
framework for listed companies issuing
additional common shares through rights
offerings (i.e., to existing shareholders pro
rata to their holdings) or placings (i.e.,
without first offering them to existing
shareholders) and convertible bonds.
Among these types of offerings, placings
allow the issuer to attract selected strategic
or financial investors, but the interests

of the issuer may conflict with those of
existing shareholders, who risk being
diluted against their will. The Offering
Measures prescribe conditions for placings,
including corporate and CSRC approval
requirements, a price floor and a lock-up
for placees (12 months, extended to 36
months if the placee is the controlling
shareholder or one of its affiliates).

On September 17, 2007, CSRC issued
implementing rules to the Offering
Measures (the “Implementing Rules”),
which added further, and more restrictive
conditions. The Implementing Rules
require that, with certain exceptions, the
placees and the subscription price must be
determined by a competitive process.

As an exception to this rule, the issuer
may determine the placee(s) and the
subscription price by agreement, if the
placee is a controlling shareholder or one
of its affiliates, acquires control through
the placing or is a domestic or foreign
strategic investor. All these placees are
locked up for three years, whereas the
Offering Measures did not impose this
restriction on strategic investors. Thus, a
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foreign investor who wishes to participate
in an offering must either satisfy the
qualification requirements under the
Administrative Measures on Strategic
Investment in Listed Companies by Foreign
Investors issued in December 2005 by CSRC
and other authorities and hold its shares
for three years, or successfully bid for
offered shares and remain locked up for
one year.

Also, the Implementing Rules require
generally that placings must be beneficial
to the listed company by reducing
connected transactions, avoiding
competition, increasing independence
and enhancing its financial position.

As these criteria are vague, they allow
CSRC discretion in approving or rejecting
proposed placings.

It remains to be seen whether CSRC will
use the Implementing Rules to protect
public shareholders against a dilution
of their stakes which cannot be justified
by a benefit for the issuer, or to control
the acquisition of substantial interests by
certain investors.
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