Part B  Consultation Questions

Please indicste your preference by checking the appropriate boxes, Please make your
comments by replying to questions below against proposed changes discussed in the
Consultation Paper at the hyperlink: http://www.hkex.com.hk/consul/paper/ocp200910ct ¢.pdf.

Where there is Insufficient space provided for your comments, please attach additional pages.

A.

Transactions with persons connected with an issuer only by virtue of
their relationship with the issuer’s subsidiaries

Do you think that the definition of conmected person should exclude persons
connected by virtue of their relationship with an issuer’s subsidiaries?

Yes

% No

Please provide reasons for your views.

Exclusion of person connected at issuer's subsidiary level may open the window for
abuse by controlling shareholders and/or directors of the issuers.

If your answer to quest{on 1 is *Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

Yes

FE  No

If your answer is ‘No”, please provide reasons and alternative views.

Not applicable




On the basis that the definition of connected person will continue to include person
connected at the subsidiary level, do you agree with the proposal to intreduce an
“insignificant subsidiary exemption” for connected transactions?

B Yes

@ No

Please provide reasons for your views,

The proposed "insignificant subsidiary exemption” is difficult to implement and
monitored by issuers. Based on my experience, issuers may find it very difficult
and troublesome to Keep record of the defails of their insignificant subsidiaries.
These records, even if they are maintained, may not be reliable where it would be
difficult for anyone to verify their accuracy and completeness. These records may
also be expensive to be administered from issuers' perspective.

Based on your experience, do you think that the “insignificant subsidiary exemption™
would be used by you (or for market practitioners, your clients)?

[=] Yes
% No

Please describe the circumstances and refer to Option 1 or 2.

I do not think the "insignificant subsidiary exemption" would be used by my
clients. Plense see my commentis lo Question 3 above

If your answer to question 3 is “Yes”, do you agree with
(a)  the proposed materiality threshold under (i} Option 1 or (i) Option 2?7

Yes (please choose one of the following options)

Jg  Optionl
Option 2
No

Please provide reasons for your views.



Neot applicable




(b)

©

@

the proposed bases for assessing the significance of a subsidiary, i.e. the asset
ratio, revenue ratio and the profits ratio?

Yes

No. The significance of a subsidiary should be determined by (please
specifi):

Please provide reasons for your views.

Net applicable

the proposed additional safeguard to require the consideration ratio be less than
10% if an “insignificant” subsidiary concerned is itself' a party to the
transaction or its securities/assets are the subject of the transaction?

Yes
@ No

Please provide reasons for your views,

Not applicable

the ;Sroposed mechanism for applying the exemption to continuing connected
transactions described in paragraph 27 of the Consultation Paper?

Yes
No

Please provide reasons for your views.

Not applicable




If your answers to question 5 are “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

Yes
VP No

If you answer is “No”, please provide reasons and alternative views.

Not applicable

If you agree with Option 2, do you think that the definition of “major subsidiary”
under Rule 13.25 should be amended to align with that in the “insignificant subsidiary
exemption” if adopted?

[ Yes
No

Please provide reasons for your views.

Not applicable

De minimis thresholds that trigger disclosure or shareholders’
approval requirement for connected transactions

(&)  For the exemption from independent shareholders’ approval requirement, do
you support the proposzl to revise the percentage threshold to 5%7 If your
answer is “No”, please specify the percentage threshold that you consider

appropriate.
Qj‘ Yes

No. The percentage threshold should be (please specify):

Please provide reasons for your views.

The proposed revision the percentage threshold reflects the practice in other
major international financial centres.




10,

(b)  For the exemption from all reporting, amnouncement and independent
shareholders’ requirements, do you support the proposal to revise the
percentage threshold to 1%? If your answer is “No”, please specify the
percentage threshold that you consider appropriate.

@ Yes

No. The percentage threshold should be (please specify):

Please provide reasons for your views.

Same comments as the answer to Question 8(a) above.

If your answer to question 8 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

% Yes
No

If your answer is “No”, please provide reasons and alternative views.

The proposed amendments accurately reflect the proposal.

Do yon agree that a percentage threshold is sufficient to assess whether a connected
transaction is eligible for the de minimis exemptions?

@  Yes

% No

Please provide reasons for your views.

Monretary cap should also be imposed because the same minimum absolute amoun?
needs to be set for de minimis regardless of the size of issuers in monetary terms.
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11.

12.

Do you believe that an absolute monetary cap should also be imposed, irrespective of
the percentage threshold test for de minimis exemnptions? If your answer is yes, please
specify the monetary cap that you consider appropriate for fully exempt connected
transactions (the monetary cap for connected fransactions exempt from independent
shareholders’ approvel would be adjusted proportionately).

% Yes. The monetary eap for fully exempt connected transactions should be:

P HK$100 million
B  HKS$200 million
HK.$500 million
[/  HK$1,000 million
Qther monetary cap (please specify); HKS
| p (p 72 e
No

Transactions that are revenue in nature and in the ordinary and
usual course of business

Do you agree that the connected transaction Rules shonld govern revenue transactions
with connected persons?

% Yes
i No

Please provide reasons for your views.

General exemption for connected (ransactions in revenue nature is no! appropriate
under current business environment in Hong Kong.
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13.

14.

is.

Proposed exemption for revenue transactions with associates of a passive investor

Do you agree with the propesed exemption for revenue transactions with associates of

a substantial shareholder who is a passive investor in the issuer group?
Yes
% No

Please provide reasons for your views.

It may be very difficult to implement this exemplion because proper records need to
be maintained to make sure that criteria for exemption of passive investor would be
| fulfilled. Verification for accuracy of these records would not be easy. It would
also be costly for maintaining these records.

Do you think that the proposed exemption should also require the substantial
shareholder be a passive investor in the relevant associate, for example, it is not
involved in the management of the relevant associate?

& Yes
% No

Please provide reasons for your views.

Same conmments as the answer fo Question 13 above.

If your answer to question 13 is “Yes”,

(@) do you agree that the passive investor must be a soversign fund or an
authorised unit trust or mutual fund?

Yes
No

Please provide reasons for your views.

Not applicable
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®)

(c)

(@

do you think that the exemption should be made available to other passive
investors? If so, which?

Yes. The exemption should be made available to (please specify):

et

No

Please provide reasons for your views.

Not applicable

do you agree that the passive investor must not have representative on the
board of directors of the issuer and its subsidiaries?

Yes
No

Please provide reasons for your views.

Not appiicable

do you agree with other proposed conditions set out in paragraph 59 of the
Counsultation Paper?

Yes
No

Please provide reasons for your views.

Not applicable
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16.

17.

18.

If your answer to question 13 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Copsultation Paper will implement our proposal?

Yes
No

If your answer is “No”, please provide reasons and alternative views.

Not applicable

Proposed modification of the exemption for provision of consumer goods or consumer
services

Do you agree with the proposed changes to expand the exemption for acquisition of
consumer goods or services described in paragraph 66 of the Consultation Paper?

@ Yes
No

Please provide reasons for your views.

If your answer to question 17 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

% Yes
B No

If your answer is “No*, please provide reasons and alternative views.

The proposed draft accurately reflects the proposal.

14



15.

®

20.

Can you think of any other suggestions to improve the regulation of revenue
transactions with connected persons?

Yes
% No

If your answer is “Yes”, please elaborate your views.
;P

Definition of associate

Definition of associate in Rule 1.01 (for non-PRC issuer) and Rule
19A.04 (for PRC issuer)

Do you support the proposal to carve out from the definition of associate the following
entities?

® The holding company of the investee company or a fellow subsidiary of this
helding company described in paragraph 68(2) of the Consultation Paper.

% Yes
No
(i) A company controlied by the investee company (not being a subsidiary of the

investee company) described in paragraph 68(f) of the Consultstion Paper and
this company’s subsidiary, holding company and fellow subsidiary.

% Yes
53 No

Please provide reasons for your views.

Agreed to carve out those entities as being "associates as mentioned in paragraph
71 of the Consultation Paper.

15



21,

2)
22.

23.

If your answer to question 20 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our preposal?

k%‘ Yes
B No

If your answer is “No”, please provide reasons and alternative views.

The proposed draft accyrately reflects the proposal.

Extended definition of associate in Rule 14A.11(4)
Do you agree with the proposed extension of the definition of associate fo 8 company

in which a connected person’s relative has a majority control as described in paragraph
74 of the Consultation Paper?

% Yes
No

Please provide reasons for your views.

The proposed extension should be able ta rermove the existing looplole.

If your answer to question 22 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix J to the Consultation Paper will implement our proposal?

M Yes
@ No

If your answer is “No”, please provide rezsons and alternative views.

Suggest using''30%" threshold to make it consistent with the percentage
shareholding requirement for a controlling shareholder.
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M
24.

25.

26,

Definition of connected person
Non wholly-owned subsidiary

Do you agree with the proposed exemption for (i) transactions between a connected
subsidiary and any of its own subsidiaries; and (ii) fransactions between any
subsidiaries of the connected subsidiary?

% Yes
B No

Please provide reasons for your views.

Agreed with the proposed exemptions set out in paragrapl 80 of the Consultation
Paper,

If your answer to question 24 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

Yes

% No

If your answer is “No”, please provide reasons and alternative views.

The proposed drafting on page 56 and 57 of the Consultation Paper is very
confusing and not easy to understand. I suggest the cave out provisions should not
be made By way of notes to Rule 144,11, Rule 144.11 should be redrafted in its
entirety fo reflect the proposal (bearing in mind to reduce the use of notes to the
rule). I understand that the noles are intended to clarify the ambiguity, However,
sometimes these nofes may have caused confusion that have never been anticipated,

Please also see Annex I to this Questionnaire.

Do you agree that 2 non wholly-owned subsidiary should not be regarded as a
connected person in the circumstances described in paragraphs 81(a) and (b) of the
Consultation Paper? :

ﬂ Yes
No

Please provide reasons for your views.

17




Agreed with the proposal sef out in paragraph 32 of the Consultation Paper.
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27.

(2)
28.

29,

Tf your answer to question 26 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix [ to the Consultation Paper will implement our proposal?

&2 Yes

% No

If your answer is “No”, please provide reasons and alternative views,

The proposed drafi rule may not accurately reflect the proposal. Further, the
proposed amendment to the notes to Rule 14A.11 is very difficult to understand.
Suggest to re-draft this rule by reducing the use of noles as far as possible.

Please also sce Annex I to this Questionnarie.

Promoter of a PRC issuer

Do you support the proposal to delete “promoter” of 2 PRC issuer from the definition
of connected person?

% Yes
No

Please provide reasons for your views.

Agreed with the proposal set out in paragraph 85 of the Consultation Paper.

If your answer to question 28 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

;Vﬁ Yes
%  No

If your answer is “No”, please provide reasons and alternative views.

The proposed draft rule accurately reflects the proposal.
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3)

30.

3L

G}
32.

PRC Governmental Body

Do you support the proposal io apply those provisions for PRC Governmental Body in
Chapter 19A to connected persons of non-PRC issuers?

% Yes
No

Please provide reasons for your views.

If your answer to gquestion 30 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I fo the Consultation Paper will implement our proposal?

Yes

@ No

If your answer is “No”, please provide reasons and alternative views.
Y s P P

Suggest removing the word “normally” to ensure cerlainty for the compliance with
the rules by issuers. The Stock Exchange may use the deeming provision Rule
14A.06 if it consider necessary to deem a PRC Government Body as a connected
person.

Please also see Annex I to tiis Questionnaire.

Management shareholder of a GEM issuer

Do you support the proposal to delete “management shareholder™ from the definition
of connected person in the GEM Rules?

% Yes
No

Please provide reasons for your views.

I agreed with the proposal.
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33,

M)

34,

35.

If your answer to question 32 i3 “Yes™, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

% Yes
No

If your answer is “No”, please provide reasons and alternative views.

The proposed draft accurately reflects the proposal.

Other changes to the connected transaction Rules

Exemption for small transaction invelving issue of new securities by
subsidiary

Do you agree with the proposal to remove the restriction on applying the de minimis
exemptions to an issue of securitics by the issuer’s subsidiary?

% Yes

No

Please provide reasons for your views.

Agreed with the proposal set out in paragraph 98 of the Consultation Paper.

If your answer to question 34 is “Yes”, do you agree that the proposed draft Rule
amendments in Appendix I to the Consultation Paper will implement our proposal?

FW'; Yes

2 4}

No

If your answer is “No”, please provide reasons and alternative views,

The proposed draft accurately reflects the proposal.
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36.

3

38.

Exemption for financial assistarice provided on a pro-rata basis

Do you agree with the proposal to clarify that the exemption under Rule
14A.65(3)(b)(i) will apply where the commonly held entity is also 2 cormected person?

% Yes
B No

Please provide reasons for your views.

Agreed witl the proposal set out in paragraph 102 of the Consultation Paper.

If your answer to question 36 is “Yes”, do you agree that the proposed draft Rule
amendments in Appenlix I to the Consultation Paper will implement our proposal?

% Yes
No

If your answer is “No”, please provide reasons and alternative views.

The proposed draft accurately reflects the proposal.

Transactions with fthird parties involving joint investments with
connected persons

Do you agree with the proposal to extend the exemption under Note 3 to Rule

14A.13(1)(b)(@) to disposal transactions mentioned in peragraph 108 of the
Consultation Paper?

@ Yes
No

Please provide reasons for your views,

Agreed with the proposal set out in paragraph 108 of the Consultation Paper.
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39.

4
40.

41.

If your answer to question 38 is *Yes”, do you agree thai the proposed draft Rule
amendrnents in Appendix I to the Consultation Paper will implement our proposal?

% Yes
No

If your answer is “No”, please provide reasons and alternative views,
% P

The proposed draft accurately reflects the proposal.

Amnnual review of continuing connected transactions
Do you agree with the proposed Rule amendments te clarify that the annual review

requirements apply to continuing connected trensactions that are subject to reporting
and disclosure requirements in Chapter 14A?

Yes

% o

Please provide reasons for your views.

I think annual review requirements should be applicable ta ali connected
transactions (whether continuing or not) includittg those connected transactions
under de minimis exemplions.

If your answer to question 40 is *Yes”, do you agree that the proposed draft Rule
amendrnents in Appendix I to the Consultation Paper will implement our proposal?

Yes

% No

If your answer is “No”, please provide reasons and altermative views,
»



Please see the answer {o PDuestion 40,

Please glso refer to the Exposure Draft (ED) of Practice Note 740 (PN) issued in
October 2009 by the Hong Kong Institute of Certified Public Accountants
(HKICFA). I note that the paragraph headed “Conclusion” in ihe sample auditor’s
lefter on continuing connected fransactions as shown in Appendix 2 on page 27 of
the ED is not consistent with Rule 144.38(1) to (4} of the Listing Rules. I think it is
necessary for the HKICPA and the Stock Exchange to agree on the wordings so
that the auditor’s letter on continuing connected tfransactions must be consistent
with the requirements of the Listing Rules.

Please aiso see Annex III o this Questionnaire.
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42,

Are there any other comments you would like to make?

% Yes
No

If your answer is “Yes”, please elzborate your views.

My other cormments on Chapter 144 are as follows:

1. Rule 144.37

Under Rule 14A.38, the audifors are reguired lo deliver a letfer to issuer af least 10
Lusiness days prior fo the bulk printing of the issuer's annual report confirming the
information set out in Rule 144.38(1) to (4). However, there is no such reporting
deadfine for INEDs under Rule 144.37. I think there is no reason why the INEDs
could not meet the same reporting deadline, Isuggest fo selting the same reporting
deadiine for Rule 144.37.

2. Rule 144.38(2)

Under Rule 14A.38(2), the auditors need fo confirm that the continuing connected
transactions are in accordance with the pricing policies of the issuer if the
transactions involve provision of goods/services by the listed issuer. However, there
is no requirement for the auditors to confirm for goods/services received by the
issuer from connected persons. 1 suggest revising this rule to include those
transactions for goods/services received By the issuer from connected persons.

3. Securities and Futures (Stock Market Listing) Rules (the "SMLR")

If it is still the intention of the Government fa cadify, among athers, Chapter 144 of
the Listing Rules inta the provisions in the SMLR, the current drafting of the
Chapter 14A may need fo be re-draft so as to avoid any confusion and ambiguity in
their present form

4. Notes to the Listing Rules
I note that some Listing Rules include many notes e.g. Rule 14A.11 and Rule
14A.13(1), If the notes form part of the relevant rules, I suggest that the Stock

Exchange should incorporate the “notes" into formal "rules".

Please see Annex IV to this Questionnaire.

e o e deve deve e

-End -
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6. Draft Rule amendments relating to non wholly-owned subsidiaries dcﬁnud s cunnectcd i
persons — [Chapter 2: Part E(1)] K

“Definition of connected person

14A.11 Rule 1.01 contains 2 general definition of “connected person”. In this Chapter, the definition
of “conpected person® includes:

[ —

(1) & director, chief executive or substantial shareholder of the listed issuer;
(2) any person who was a director of the listed issuer within the preceding 12 month’s;
{3 a promoter or supervisor of a PRC issuer;

4 any associate of 2 person roferred to in rules 14A,11(1), (2) or (3). The definitions of I
“assoctate” (in the context of non-PRC issuers znd PRC issuers) are contained in
rules 1.01 and 19A.04, respectively. In this Chepter, an “associate” of a person
referred to in rules 14A.11(1), (2) or (3) includes the following additional persons:

(a)

Notes: 1, A company which is an "associate” of a person referred to in
rules 144.11¢(1), (2} or (3) only because that person has an
indirect interest in the compary through its shareholding in the
lisied Issuer Is not a connected person.

M\}fs' 2. A non wholly-owned subsidiary will not be regarded as a

\l Qr a : connected person an-gssociateof a-substantisl-sharcholderof
that—ron—wholly-owned—subsidigry—if—such—subsiantial

M shercholderis-a-connested persorromy-by virtue of being (1) a

(/‘)}’ substantial shareholder of another subsrdrm wnder rule

‘ 144, J1(1) or (1i) an assoclare of any conngeled persons (at the

E\’o“ level of the issuer 3 subsidiaries gnly) as_defined in_riles

b \)-‘r 144.11(1) 1o (3)-a-direcior-ef-the-non-wholly-ownsssubsidiary

andior—is-a-substantial sharehelder—inthe—rorwhollp-orned

(3) any non wholly-owned subsidiary of the listed issuer where any connected person(s)
of the listed issuer (other than at the level of its subsidiaries) as défined under rules
14A.11(1) to (4} isfare (individually or together) entitled to excreise, or control the
exercise of, 10% or more of the voting power at any general meeting of such non

FY3N
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wholly-owned subsidiary; and x| \ \ b T Fhe I
J SAaws Ap h{‘&u te
Notes: 1 It follows rhar'awhoily~awned subsidiary is connecied l

person where: >x * /
=%

3k
(z) ro\connected person(s) of the listed issuer fother ri::@ar the”
evel of its subsidiaries} as defined under rules TAA.11(1) 10 '
(4) is/are (individually or together) entitled lo exercise, or

control the exercise of, 10% or more of the voring power at '

any general meeting of suchwha!ly—owned subsidiary;
*

and
‘%’ T nste * I
I3 r.n‘buw‘. v:ﬁ (&) the non wholly-owned subsidiary is not anaf @

connected person of the listed issuer (other than at the level

- | .
]CQ N+ S\ G'Cgo-"gb ‘ , of its subsidiaries) as defined: referred-to-in rules 144.11(1), '
5 %p_,Jr a2 (2) or (3). )GDID
VV—ve, bﬂ 2 An interest of a connected person of the listed issuer (other than at l(Qd l
Ny NL S v * the level of its subsidiaries) in the subsidiary which is held through we

4y cg)ythe listed issuer is to be excluded from the 10% referred to n this rule.

\(BWEY VAL

(P\Q o ,EAD 520 (6) apy subsidiary of a non wholly-owned subsidiary referred to in rule 14A.1 1(5)-

\Pa-@ “DQ Note: the subsldiaries are_comnected persons only by virtu being the
subsidiaries of @ nor wholly-owned subsidiary referred to in rule 5
wransactions_ameng_these subsidiaries_or between the non wholly-owned
subsidiary and any of these subsidiaries will npt be regarded as connecled
fransactions.”

>80 pece &

7. Draft Rule amendments relating to promoter of PRC issuer - [Chapter 2: Part EQ)} © D %3 o

“1.01 Throughout this book, the following terms, save where the confext otherwise requires, have
the following meanings:

“associate” (8) inrelation to an individual means:—
[N

|
i
]
l
I
|
I

Notes (1) This definition is modified in rthe context of
connected transactions by virtus of rules
144,11 and 144.12.

(2) In the case of a PRC issuer, ity proworers;
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A nnex 0

directors, supsrvisors, chief executive and
substantial sharcholders, the definition is
amended 1o have the same meaning as In rule

194,04,

“connected person” {a) in relation to a company other than a PRC issuer, and other
than any subsidiaries of 2 PRC issuct, means a diroctor,
chief executive or substantial sharcholder of such company
or any of its subsidiaries or an associate of any of them;
and

(b) in relation to a PRC issuer means a premeter—director,
supervisor, chief executive or substantial shareholder of
the PRC issuer or any of its subsidiaries or an associate of
any of them |

Note! This definition is modified in the ¢ase of Chapter 144
only by the provisions of rules 144.11 and 144.12.

Definition of connected person

14A.11 Rule 1.01 contains a general definition of “connected person”, In this Chapter, the definition
of “connected person” includes:

) a director, chief executive or substantial shareholder of the listed issuer;
(2) any person who was a director of the listed issuer within the preceding 12 months;
3 a prometer-essupervisor of a PRC issuer;

8, Draft Rule smendments relating to PRC Governmentn] Bady - [Chapter 2: Part E(3)]

“Definition of comnected person

Body {see definition in rule 194.04) as a connected person of a listed issuer,
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AUDITOR'S LETTER ON CONTINUING CONNECTED TRANSAGTIONS
UNDER THE HONG KONG LISTING RULES

Appendix 2

Example Independent Auditor’s Letter on Continuing Connected
Transactions

To the Board of Diractors of XYZ Limited ("the Company”)

In accordance with our agreed terms of engagement dated [date), we have carried out procedures
on the attached list! of coptinuing ¢onnected transactiens entered into by the Company and its
subsidiaries (collectively referred to as “the Group”) for the year ended [date] and which the
directors have advised us are to be disclosed in the Company's annual report for the year ended
[date] (“the disclosed continuing connected transactions”),

Directors’ responsibllitias

The Directors of the Company are responsible for the completeness and accuracy of disclosures of
corlinting connected transactions and the Company's compllance with the [Listing Rules][GEM
Listing Rules] in respect of such transactions. This responsibillty includes deslgning, implementing
and malntaining internal controls relevant te the identification, recurding, authorization and reporting
of all continuing connected transactions.

Auditor's responsibilities

It is our responsibillly to express a conclusion, based on_our work, on the dis¢losed continuing
connected transactions and to report our cenclusions to you?.

Basls of conclusion

We conducted our engagement in accordance with Hong Keng Standards on Assurance
Engagements 3000 "Assurance Engagements Other Than Audits or Reviews of Historical Financlal
Information™ end with reference t¢ Practice Note 740 "Auditor's Letter on Continuing Cennected
Transactions under the Hong Kong Listing Rules” issued by the Hong Keng Institute of Certified
Public Accountants.

Our work consisted of making inquiries, primarily of persons responsible for financial and accounting
matters, applying analytical and other review procedures and testing transactions on a sample basis
where we consideted appropriate. Our work was substangally less In scope than an audit
canducted in accordance with Hong Kong Standards on Auditing and consequently does not enable
us to obitain assurance that we would beceme aware of all significant matters that might be identified
in an audit. Accordingly, we do not express an audit aplnion on the disclosed continuing connected
transactions.

Furthermore, due t¢ the nature of cennected persons and iransactions, } was not practicabla for us
to determine whether the disciosed continuing connected transactions and the books and records of
the Group include all continulng connected transactions. [t was impracticable for us to quantify the
potential impact of this on the disclosures of continuing connected transactions in the Company's
annual report.  Accordingly, our report relates sclely ta the continulng connected ransactions that
have been disclosed to us and in the books and records of the Group made avaijlable to us.

' This eould slther be 2 list of the continulng connacled transacticns disclosad In the listed Issuer's anpual report or an
extract from the l[sted Issuer's annual report that contslns the relevant disclosuras. Where tha latter refers to ths lisled
lssuar's annual repon, as the lefer Is Issued «t least 10 business days prior to bulk printing of the annual rapsr,
ardinarlly the annual raport will be In dralt form when the audltor lssues his letter.

2 Audltors may consldar it approprate (e clanfy to whom thoy are responsible here or elsewhers In lhe jstier In
aceardance with thelr risk management pellcies and with rafersnce lo Professional Rlsk Mensgement Bullelin No. 2
*Audliars’ Duly of Care To Third Parlles snd The Audlt Raport”,
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(32)

AUDI{TOR'S LETTER ON CONTINUING CONNECTED TRANSACTIONS
UNDER THE HONG KONG LISTING RULES

Conclusion

Based on the foregoing, in raspect of the disclosed continulng connacted transactions:

e

a. nothing has come to our altention that causes us to believe that the disclosed continuing
connected transactions have not been approved by the Company’s board of diractors.

el

b, for transactions invalving the provision of goods or services by the Group. nothing has come to
our attention that causes us to believe that the prices charged were not in accordance with the
prices set out in the relevant agreements governing such transactions [or where the related
agreement did not clearly specify a quantitative price, the prices charged were not cansistent
with prices charged for comparable transactlens that were identified by managemanta].

. nothing has come to our attention that causes us to balieve that there was not an agreement in
place governing the transactions and that the prices charged were not [n accordance with the
pricing terms set out In the relevant agreements governing such transactions,

d. with respect to the aggregate amount of [each of] the connected transactions set out In the
attached Ilst of continulng connecled transactions, nothing has come to our attention that
causes us o believe that the disclosed continuing connected transactions have exceeded the
maximum aggregate annual value (“cap”) disclosed in the previous announcement(s) dated
[refevant date(s)] made by the Company in respect of [each of] the disclosed continuing

connected transactionsT T ——me—e

Restriction on usa of this lettar

“This Jetter is intended solely for the purposs of assisting you In respact of your obligations under the
[Maln Board Listing Rule 14A.38][GEM Listing Rule 20.38) with respect of continuing connected
iransactions. This letter is not Intended to be, and should not be, used for any other purpese and

we exprassly disclaim any liabllity or duty to any other perty in this respect including The Stock
Exchange of Hong Kong Limited.

This letter should not be distributed to any other parties save that we agree that a copy of this letter
may be provided by the Company to Ths Stock Exchange of Hong Keng Limited without further

comment from us.

XYZ & Co,
Certifled Public Accountants (Practising) [or Certlfied Public Accountants)

[Address]
Date

3 Altarnatively, depanding on the cireumslantes, |t may be appropriate to stale thet the prices cherged wera nol loss than
prices charged for compareble transactions s jdentifed by managemant.
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10.  Other draft Rule amendments — [Chapter 2: Parts F(2), F@) and F(4)] (3 17, QU+
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“Definition of connected transaction

14A.13 A connected transaction is;

n @

®

any transaction between a listed issuer and a connected person; or

Aequisition or disposal of interest in a company

any transaction between a listed issuer and a person who is not a
connected person and the fransaction invelves the listed issuer
aequiring or disposing of an interest in a company where a
substantial shareholder of that eompany is, or is proposed to be, a
contreller or is (or will become as a result of the transaction) an
assoclate of 2 confroller. The Exchange may ageregate the interests of
any person and his associates (as defined in rule 14A.11(4)) in
determining whether together they =re a “substantial shereholdes® of
any company. Where assets (as opposed to businesses) account for
90% or more of such a company’s net assets or total assets, the
Exchange will treat the acquisition or disposal of such assets as g
connected transaction and an acquisition or disposal of an Interest in
that company; or

Notes: ] A listed issuer Itself will nor be considered an
“associate” of a controller when the listed issuer iv
acquiring or disposing of an interest in a company of
which 1t is already a substantial shareholder,

2 A confroller whose only interest in a company Is
thraugh its interest in the listed issuer will not be
raken o be a ‘“substantial shareholder” of that
company,

3 This rule does not apply where all the following
conditions are mef;

(1 the listed issuer acquires an interest in a
corpany;

(1) the substantial shareholder of the company
being acquired Is a director, chief execurive
or controlling shareholder of the company
being acquired (or an associate of such
director, chlef executive or controlling
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shareholder) immediately prior to the
aqcguisition;

(if) &t is proposed that the substantial

shareholder will remain a director, chief

%’ executive or conirolling shareholder of the

] eompany being acquired (or an assoclate of

D GL}YVJ such director, chief executive or controlling

sharehalder) following the acquisition; and

SO“ C ‘-'}M () following the acguisition, the only reason

\yo why he is stifl a contraller is that he remains
a director, chief executive or controlling
shareholder of the company being acquired
(or an associate of such director, chief
executive or controlling shareholder), as the
case may be, Where he remains a conrrolling
shareholder, thers must not be any Incregse
in his interest in Such company as a resulf of
the acquisition,

4 For o disposal of interest in a company, this rule
does not apply if the disposal falls within this rule
only _becavse the substgntial shareholder the
company being disposed of is g director chief

exegutive or contralling shareholder of this company
{ar ar asyociate of such direclor, chief exeentive or
controlling shareholder) immediately prior fo_the

disppsal,

General rules
Categories
14A.16 The categories of connected transactions are:

(1) connected transactions exempt frotn the reporting, announcement and independent
shareholders® approval requirements (see rule 14A.31);

)] copnected transactions exempt from the independent shareholders® approval
requirerents (see rmle 14A.32);

(3) continuing connected transactions: exempt from "the reporting, annual review
announcement and mdepcndent sharehalders’ apprnval requirements (see rule
14A.33);




