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Dear Shrs
Ra: Consultation Paper on Proposals to Accelerate Righte lszues and Dpen oOffers
Ploase see below our comments on the propesals in the captioned consultation paper,

Queslion 1 - Do you agree to our proposal to shorfen the notlce perjod for book closure for a rights Isste or
an open offer from 14 calendar days {o five business days?

Qur comments

We are generally supportive of the Stock Exchange's Inltlatives to accelerate rights Issues and open offers in
Heng Keng,

We agree that & 14-day potice period for book closure sesms excessive and can be reduced to five business
days,

Whilst we saes the Importance of providing sufficlent notice of any book closure, we note, however, that in 3
nurmber of jurisdietions (including the UK), It Is not very semmeon for the reglster to be closed at or around the
racord date for corporate actions such as a rights issus, In those markets, it is generally posslbie to take a
*snapshol" of the registar on the record date to establish enfitiemsnts, without ever closing the book, Book
closures are gemerelly tend to be seen as undesirable (In much the same way that trading suspensions are
less common In markets outside Mong Kang).

Heng Kong seems o be unusual In respact of its market practice o close the share reglsters for establishing
entittements in vights issues and open offers.  ©On the other hand, as shown in the Standard Chartered rights
Issue Ih 2008 and the HSBC rights Issue in 2009, 1t is not necessarlly the case that an issuer Wil need to
close [ts book In Hong Keng {o determine entiernents on the record date, Further, we understand that
market practice is also moving towards not using a book closure for a tights lssue.
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Erom the consUltation paper, it seems that the primary concem Is that sharsholders should be given the
opportunity to trade thelr shares on a “cum-rights” basis for a minimurn period of ime after nolice of the
corporate actian has been given, However, the duratien of & ‘eum-rights" trading peried after netice of a
corparate action has beah glven, and the duration of the notice period for a book clcsure:. although often
linked together, are not hecessarlly related. In this regard, there may be some lack of clarity as to whether
the proposed notice period should relate fo the hook closure date or the time at which shares start to trade
on an “ex-rights" basls,

The proposa! set out in the consuitatlon paper refates to shoriening the notice period for the book closure
date, Yat, If the issuer's book is not closed for its rights Issue or open offer, trading in its sheres may go
"ex-rights” without any notice being required, which seems to defeat the reasoning exprassed in the
cansultation paper, Accordingly, it seems that the required notice period aught to relate to the record date
rather than the book elosure date,

Please see our responsea o question 2 for our views on whether it Is Important to mandate a minimum period
of trading "cum-rights" after hotice has been given.

If the view is taken that a perlod of trading “cum-rights® is imporant, then all of this reasoning applles not to
the amount of notice an issuer should be required to give of Its hook closure, but of the amotnt of notlce an
issuer should be required to give of a record date for certaln corporate actions.  Accordingly, we would have
thought that the consultation paper should be asking whether there should be a minimum five business days’
notlce perlod before a record date for a rights Issue or an open offer, rather than a book closure {which, as
stated abovs, Is not a necessary element of setting the record date).

Question 2 - In the case of a rlghts Issue or an open offer, do you agree lo our proposal lo require extenslon
of the notice period by postooning the book closure date, if necessary, to provide the market with a minimum
of two uninterrupted trading days for trading in cum-rights securilles during the notice pericd If, for examples,
irading on the Exchange Is interrupted due to typhoon and/or a black rainstorm warning or frading of the
Issver's securities is suspended?

Our comments

We see the importance of glving sufficient notlce for 2 book closure but again stress that the concerns
expressed In the consultation paper ought ta apply ta notiee of & record date for cerlain corperate ections.

We note that the two "cum-rights” trading days proposal is consistent with the “cum-rights” irading period
provided to the shareholders in the 2008 Standard Chartered rights issue {even though there was no book
closura). We alse understand that the Stock Exchange s edopting the practice thal, where there Is a
record date but hot book closure, 2 minimum of flve business days' notice are still being required. [f thls is
In fact a requirement, we suggest that the rules should expressly provide for It. '

It would seem to us that If five business days’ notlice are glven (D) for a record date (assuming there is no
book closure) that will fall at the close of business on D+5, then the market will have a window of three
trading days {D+1, D42 and D+3) In which to trade "cum-rights”, before dealings go "ex-rights” on D+4, This
would mean that thera could be one interrupted day of trading without needing to reset the record date under
the propasal In gquestion 2.

On the other hand, if there Is a book clostire, then after the nofice is given on "D, there would enly be two
days of “cum-rights” trading (O+1 and D+2), with the “ex-rights” date on D+3 and the book being closed at
the beginning of D+&. This means that any Interrupted days weuld give rise o the need {o reset the record
dzie under the proposal In question 2. '

we would make the following points about whether it is imporiant to have a minlmum period of {rading "eum-
rights™ : ,

. We see that "cum-righis® trading provides certaln benefits in the context of an open offer as

sharehelders will not have the opportunity to sell their entlitlements during the open offer and there is
no restriction an the maximum discount on the pricing {uniike in many other marketis). In a rights
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issue, however, aven Without *cum-rights® trading, sharehalders will be abla to sell thelr entitlements in
the form of nil-paid rights during the subscription perlod.

. ih relation to the view that the period allows time for beneficial holders to re-reglster the shares under
thelr own names, it is noted that such re-reglstration may benefit the beneficial holders where, for
instance, the issuer decides to give preferance to Its registered shareholders by topping-up odd lots to
whale board lots in its allocation of shares pursuant to the excess applications.

» However, it is also noted that If a shareholder is espaclally keen fo hold his sharas direclly on the
register, it should always b open for the shareholder to do so, and, In any event, & beneficlal holder
who is nat on the register may pariiclpate In a rights issue or an open offer through Instructing hls
broker or neminee. On balanee, though, we agree that there are advantages to allowing a short
perlod of time kv enable a non-registered sharehelder to get on fo the register.

Whilst we do not express a definlte opinian on whether a "cumerights” trading Is essentlal, If the Stack
Exchange intends to adopt the practice of ensuring shareholders are aiways provided with twe "cum-rights”
trading days, wa suggest it would ba more sensible lo set oyt the requiremeant in a separate rule, rather than
comblning it with the rule governing book closures,

we would, hawever, have some reservations abolt the consequences of re-seffing the record date In the
event of lrading Intercuption,

. We suggest that you seek the views of the registrars on whether this might present logistical
difficulties {for example, record dates are often set on a Friday to give regisirars the weekend In order
to process transfets ete,  if this was re-set to a Monday, this might present jogistical difficullias),

- Wa also note that this will effectively Increase the period which underwriters are “on-rlsk”, and thls may
have consequencas for the terms on which underwriters are prepared to take this risk.

. it also provides Issuers and the market with [ess certalnty about the Himetable of a rights issue, whish

may be cruclal if the fund-raising is linked to an acquisition, or to the refinancing of debt, the avoidance
of a covenant breach, or the maintenance of ragulatory capital,

Question 3 - If your answer lo queslion 2 is "Yes", do you agree that the proposed draft rule amendments In
Appendix i will inplement our proposal(s)?

Ouy cominients

For reasons stated In our comments on questions 1 and 2, if it is decided o adopt this rule, we suggest it
would be more sensible {o sst out the iwo "cum-righis” frading days requirement in a separate ruie, rather
than combining It with the rule goveming beok closures.

Questlon 4 - Do you agree lo our proposal to smend the nollce period for book closure (in cases other than
a rights lesye or an open offer) from 14 calendar days to 10 businass days?

Cur comments

Subject to our comments above, we agree to the principle of referring o business days rather than calendar
days,

Question 5 - Do you agree fo our propoesal to amend the nolice period for alteration of book closure dale
from six calendar days lo five business days?

QOur comments

We agree in principle to the specification of the notlee period by reference to "business days™

HOK#1262528-v1 ‘ 3



ﬁORTDN ROSE
R K
25 Septernber 2008

Again, in the case of a rights Issue or an open offer, we believe this should be a reference to a record date
rather than a book closure, Given that the notlce perlod for an open offer and a rights issue is proposed to
be flve business days only, however, the requirement of a five-day notice for a change of the book closure
datelracord date seems disproportionate, The market will have already had epporiunity to trade “sum-
rights" due to the originally announced record date. I may, therefore, be more senslble to set a shorter
notice period for the change of book closure/record date in a rights issue or an open offer,

Question § - Do you agree to our proposal to clarify the rule that If an Issver changes the book closure date,
it must give notlce at least five business days before the orlginally announced closure or the newly propased
closure, whichaver is eariler?

Qur comments

The effzct of the requirement could be blzarre - effectively it rmeans that a company which has glven the 5-
day minlmum notlce period for a record date cannat change the record date as it would net be able te glve
enough notice before the orlglnally set date.

This would be undesirabla particUlarly where the issusr intends to postpone the record date enly - such
postponement should not ba harmful te the shareholders whe, in any event, would have had more than two
days to trade on a "cumn-righis” basls before the postpaned record date.

Question B - Do you! agree to our proposal lo amend the minirmum subscription period for rights Issues and
open offers from 14 cafendar days to 70 business days?

Qur comments

We nate that this Is effectively an extension of the rights issue period, rather than an acceleration,  However,
w? aiso mote that It is consistent with the new regime In the UK and have no ohjections to the propesal in
principle,

Question % - Do you agres fo our proposal lo amend the maximum subscription peried for righis issuss and
opan offars (ovar which the lssuar must consull the Exchange) from 21 calendar days to 15 business days?

Qur comments
We agree to the proposalin principle.
Question 10 - Are there any other comments you would fike fo make?

Our comments

It is noted that the Singapore Stock Exchange ls considering to Improve Singapore’s rights issue regime by
intreducing an Yaccelerated rights lssug” strueture In the country, ‘

The proposed structure entalls an accelerated wholesale frehche and a retall tranche {which follows the
conventional righte lssue timetable), The accelerated wholesale tranche allows companies to receive
majority of their funds under the rights issue In @ much shorter timeframe, which potenilally reduces
underwriting costs, The structure is considered useful! in reducing the exposure of issuers and underwriters
to market risks and selting the optimal price for the rights issue, whilst giving all shareholders the apportunity
to particlpate in the offer.

It Is noted that the Financlai Servicas Authorlty is also lookihg Into an expansion of the UK offer repertoire by
introducing an accelarated rights Issue structure that Is similar to the RARIDS medel used In Austraila,

To protect Hong Kong's competiliveness and in line with the abjective of accelerating rights issues inh Hong

Pl—:«;mg. it may be worthwhile to explere the feasibility of introducing an accelerated righis Issue structure in
ong Kohg,
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If you wish to discuss the comments above, please conlact our Partner, or our Know-How Lawyer,

whose eantact details are sat out en the first page of this letter.
Yours faithfully

Norton Rese Hong Kong

HOKX-#1262528-v1 5



