Part B Consultation Questions

Please indicate your preference by checking the appropriate boxes. Please reply to the questions
below on the proposed change discussed in the Consultation Paper downloadable from the HKEx
website at: http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201304.pdf

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

Chapter 1ll: Plain Language Amendments to Connected
Transaction Rules

1. Do you support the proposal to re-write Chapter 14A?
M Yes
[l No

If your answer is “No”, please give reasons for your views.

2. Do you consider that the draft new Chapter 14A in Appendix | of the Consultation Paper
accurately reflects the current Chapter 14A?

4] Yes

[] No

If your answer is “No”, please give reasons for your views.

Please see our response to Q3 below.



http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201304.pdf

Do you have any other comments on the draft Rule amendments in Appendix | of the
Consultation Paper?

L] Yes
[] No

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

Please refer to our manuscript mark-up of the proposed rule changes for some
drafting comments and suggestions.

Chapter 1V: Scope of Connected Persons and Connected
Transactions

Part 1 — Scope of connected persons

A.

Definition of connected person

A(1) Connected persons at the issuer level

4.

Do you agree that there is no need to extend the definition of connected person to the key
management personnel of an issuer’s controlling shareholder/holding company?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

The fact that an individual is a member of key management of an issuer’s
controlling shareholder or holding company does not necessarily mean they will
stand to benefit from a particular transaction with a listed issuer or its subsidiaries.
In addition, we believe there is already sufficient protection in place for the
Exchange to deem a person to be a connected person in the (unlikely) event that
such an individual should be within the ambit of the connected transaction rules.




A(2) Connected persons at the subsidiary level

5.

Do you support:

(@)

(b)

the proposal described in paragraph 90(a) of the Consultation Paper to require
transactions with persons connected only at the subsidiary level be subject to the
approval of the issuer’s board members (including independent non-executive
directors) who do not have a material interest in the transaction, instead of the
approval of shareholders, and disclosed to the shareholders?

] Yes

[] No

If your answer is “No”, please give reasons for your views.

the proposal described in paragraph 90(b) of the Consultation Paper to exempt all
transactions between the issuer group and connected persons at the subsidiary level,
other than transactions between a subsidiary (or any subsidiary below it) and the
person connected with that subsidiary?

] Yes

] No

If your answer is “No”, please give reasons for your views.

As pointed out in our response to the 2009 Consultation Paper on Connected
Transactions, we believe all transactions between the issuer group and
connected persons at subsidiary level should be exempt. However, if that is
still felt to be a step too far, this proposal is a further move in the right
direction and is therefore welcomed.




The deeming provision

Do you agree with the proposal to introduce principle-based tests described in paragraph
95 of the Consultation Paper for deeming a person as connected?

[] Yes

4] No

If your answer is “No”, please give reasons for your views.

The proposal to include shadow directors is fine. However, it is not clear what is
meant by a “de facto” controlling shareholder. This would need further
clarification.

We have most difficulty with the second bullet point in paragraph 95 of the
Consultation Paper. We believe it could be difficult for a listed issuer to know
whether a third party is accustomed to act in accordance with a connected person’s
directions or instructions. By way of example, if you take the situation where a
substantial shareholder owns between 10 to 30% of the listed issuer, how will the
issuer know if a seemingly independent third party is, in effect, controlled by the
substantial shareholder? It would not be practicable for a listed issuer to have to
ask that question to counterparties on every single transaction.

Moreover, we believe this limb of the proposal will substantially (if not completely)
overlap with the definition of “associate” — which includes a “subsidiary” as
defined under the Twenty Third Schedule of the Companies Ordinance i.e. where
the person has the right to exercise dominant influence over the undertaking.

In summary, we believe the current position under which the Exchange has the
right to deem a certain person to be a connected person based on the facts of the

specific case is a better way to regulate the scope of the definition of “connected
persons”.




C.

Exceptions to the definition of connected person

C(2) Insignificant subsidiary exemption (if persons connected at the

C(2)

subsidiary level are not excluded from the definition of connected
person)

Do you agree with the proposal described in paragraph 100 of the Consultation Paper to

exempt all persons connected only because of its relationship with the issuer’s
insignificant subsidiaries?

4] Yes

L] No

If your answer is “No”, please give reasons for your reviews.

We agree with this proposal, although the outcome will, in practice, be the same
for a listed issuer since it will still have to monitor whether a particular subsidiary
continues to meet one of the two tests of “insignificant” that are summarised in
paragraph 99 of the Consultation Paper.

Exemption for trustee interests

Do you agree with the proposal described in paragraph 105 of the Consultation Paper to
exclude from the definition of associate any trustee of an employee share scheme or

occupational pension scheme if the connected persons’ interests in the scheme are less
than 10%?

[] Yes

4] No

If your answer is “No”, please give reasons for your views.

We believe the proposal to exempt the share scheme or pension scheme trustees in
these circumstances is sensible, but we think the 10% threshold is far too low. To
take the example of an employee share scheme, it is highly likely that the directors
of the listed issuer and its subsidiaries will constitute a large proportion of
beneficiaries under the scheme since it will be used as an incentive tool as part of
the senior employees’ overall remuneration package. However, the trustees
themselves will likely be independent third parties, subject to fiduciary duties as
well as contractual duties under the Trust Deed, and therefore beyond the
influence of any individual beneficiary under the scheme. In our view, therefore,
the UK and Malaysian approach should be followed and the trustees of such

employee share schemes or pension schemes should not be included within the
definition of “associate”.




C(3) Exemption for connected person holding an interest in an associate
through the issuer

9. Do you agree with the proposal described in paragraph 110 of the Consultation Paper to
clarify that the exemption in Note 1 to Rule 14A.11(4) (paragraph 9 of the Guide) would
apply if the connected person and his associate’s interests in the entity (other than those
held through the issuer) are less than 10%?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

Part 2 — Scope of connected transactions

D.  Financing arrangements with a commonly held entity

10. Do you agree that we should retain the connected transaction requirements for financing
arrangements with commonly held entities?

4] Yes

[] No

If your answer is “No”, please give reasons for your views.




11.

12.

13.

Buying or selling interests in a target company

Do you agree with the proposal described in paragraph 131(a) of the Consultation Paper
to restrict Paragraph (i) of Rule 14A.13(1)(b) (paragraphs 27 to 29 of the Guide) to
transactions involving controllers at the issuer level?

%} Yes

[] No

If your answer is “No”, please give reasons for your views.

Do you agree with the proposal described in paragraph 131(b) of the Consultation Paper
to exclude disposals of interests in target companies from Paragraph (i) of Rule
14A.13(1)(b) (paragraphs 27 to 29 of the Guide)?

%} Yes

[] No

If your answer is “No”, please give reasons for your views.

Do you agree with the proposal described in paragraph 131(c) of the Consultation Paper
to remove Paragraphs (ii) to (iv) of Rule 14A.13(1)(b) (paragraphs 31 and 32 of the
Guide)?

%} Yes

[ No

If your answer is “No”, please give reasons for your views.




Chapter V: Connected Transaction Requirements

14.

15.

Compliance framework for continuing connected transactions (“CCTs”)

Do you consider that information provided to shareholders regarding CCTs conducted
under framework agreements contains sufficient specificity, in particular as to the
methods or procedures to determine pricing for investors to make informed decisions?

4] Yes

[] No

If your answer is “No”, please also state the information that you consider should be
disclosed in announcements and circulars.

If there is a concern that issuers generally are not providing sufficient details on
the methods or procedures to determine pricing, we would recommend amending
the content requirement for CCT announcements to state more explicitly what is
required e.g. “...explaining in detail how the calculation of payments will be
determined”.

Please give reasons for your views.

Do you consider that the current Rules governing CCTs and market practice in relation to
CCTs that are conducted under framework agreements are appropriate? Do they provide
sufficient safeguards to ensure that the transactions will be on normal commercial terms
and will not be prejudicial to the interests of the issuers and its minority shareholders?

[] Yes

4] No
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Please give reasons for your views.

In our experience, the Rule that new issuers and listed issuers have most difficulty
with is the requirement to set an annual cap on CCTs. To certain issuers, this is
counterintuitive where the transaction is on “normal commercial terms” (as
defined in the Listing Rules). Their concern is why, in these circumstances, should
an issuer seek to impose a cap on such transactions when they are being entered
into on an arm’s length basis and providing a benefit to the issuer and
shareholders as a whole?

The other aspect of CCTs that causes confusion — and we have raised this point in
the past — is the practice of the Exchange to apply the annual cap to each of the
assets, consideration and revenue tests. This does not always lead to a like-for-like
comparison and can (and does) therefore give rise to anomalous results. For
example, if an issuer leases a property from a connected person, the revenue test
should be inapplicable, but the Exchange has not been persuaded to move from the
guidance set out in FAQ46 in Series 7.

F(1) Written agreements

16.

17.

Do you agree with the proposal to codify the waiver practice to allow an issuer to obtain
a shareholders’ mandate (or a mandate from the board if the transactions is exempt from
the shareholder approval requirement) in lieu of a framework agreement with the
connected person?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

If your answer to Question 16 is “Yes’:

(@) Do you agree to limit the mandate period to not more than 3 years?

[] Yes
M No

If your answer is “No”, please give reasons for your views.

11



Since CCTs are subject to an annual review by the independent non-executive
directors, there is already a check and balance in place to ensure that the
Rules are being complied with. In addition, it is unduly (or
disproportionately) onerous for an issuer to have to seek further board or
shareholder approval on a tri-annual basis, with the corresponding
requirement and expense of appointing an IFA, in particular where the facts

have not changed in any material respect since the original mandate was
obtained.

(b) Do you agree with the waiver conditions described in paragraph 151 of the
Consultation Paper?

[] VYes
M No

If your answer is “No”, please give reasons for your views.

We do not think an issuer should need to seek shareholder approval on a
rolling three-year basis where the facts have not changed in a material respect
since the original mandate was granted. Hence, we do not agree with
condition (2) and part of condition (4) with respect to renewing the mandate
from shareholders. We believe a board review every three years, supported by
the annual review from the INEDs, is a reasonable and proportionate
requirement for listed issuers.

F(2) Annual cap

18.

Do you support the proposal to allow the cap for a CCT of a revenue nature be expressed

a percentage of the issuer’s annual revenue or other financial items in its published
audited accounts?

4] Yes

[] No

If your answer is “No”, please give reasons for your views.

This proposal will be helpful to listed issuers. However, please see our response to
guestion 15 above for our general comment that we believe the requirement to set
an annual cap should be abolished altogether.

12



F(3) Auditors’ confirmation letter

19.

G.

Do you support the proposal described in paragraph 161 of the Consultation Paper to
modify the Rules relating to auditors’ confirmation on CCTs in line with PN 740?

4] Yes

[] No

If your answer is “No”, please give reasons for your views.

Requirements for connected transactions involving option arrangements

G(1) Transfer or non-exercise of option

20.

Do you agree with the proposed alternative classification Rules for any transfer or non-
exercise of an option?

4] Yes

[] No

If your answer is “No”, please give reasons for your views.

G(2) Termination of option

21.

For any termination of an option involving a connected person:

(@) Do you agree with the proposal described in paragraph 170 of the Consultation Paper
to classify the termination as if the option is exercised unless the issuer has no
discretion over the termination?

M Yes

[] No

If your answer is “No”, please give reasons for your views.

13



22,

(b) Do you agree that the proposed alternative classification Rules described in
paragraph 166 of the Consultation Paper should also apply to the termination?

M Yes

[ ] No

If your answer is “No”, please give reasons for your views.

Minor changes to clarify the requirements relating to independent
advice on connected transactions

Do you agree with the proposed Rule change to clarify that the independent board
committee also needs to advise whether the connected transaction is on normal
commercial terms and in the issuer’s ordinary and usual course of business?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

This is sensible, particularly as the INEDs need to provide this confirmation on an
annual basis in the annual report (Rule 14A.37).

14



Chapter VI: Exemptions for Connected Transactions

23.

24,

De minimis exemptions

Do you agree that we should retain the monetary limit of HK$1 million for fully exempt
connected transactions?

[]  Yes
%} No
If your answer is “No”, do you think that the limit should be increased to HK$2 million,

HK$3 million, HK$4 million, HK$5 million, or some other amount (please specify with
reasons)?

[] HK$2 million
[] HK$3 million
[] HK$4 million
[] HK$5 million
] Other amount (please specify):

Please give reasons for your views.

As emphasised in our response to the 2009 Consultation Paper on Connected
Transactions, we believe the monetary threshold set out in each of the de minimis
exemptions is unnecessary because it overlaps with the consideration ratio. In our
view, Rules 14A.31(2)(c), 14A.32(2), 14A.33(3)(c) and 14A.34(2) could be abolished
altogether.

Do you agree that we should retain the monetary limit of HK$10 million for connected
transactions exempt from the shareholder approval requirements?

L1  Yes
M No. The appropriate limit should be (please specify):

Please give reasons for your views.

Please see our answer to question 23 above.

15



25.

26.

27.

Exemption for provision of consumer goods or services

Do you support the proposal described in paragraph 181 of the Consultation Paper to
remove the 1% cap on transaction value for the exemption for provision or receipt of
consumer goods or services?

%} Yes

[] No

If your answer is “No”, please give reasons for your views.

Exemption for provision of director’s indemnity

Do you agree with the proposal described in paragraph 183 of the Consultation Paper to
exempt an issuer granting indemnity to a director against liabilities that may be incurred
in the course of the director performing his duties, if it does not contravene any law of the
issuer’s place of incorporation?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

Do you agree with the proposal described in paragraph 186 of the Consultation Paper to
exempt an issuer purchasing and maintaining insurance for a director against liabilities to
third parties that may be incurred in the course of performing his duties, if it does not
contravene any law of the issuer’s place of incorporation?

4] Yes
[] No

If your answer is “No”, please give reasons for your views.

16



28.

Do you have any other comments or suggestions relating to the connected transaction
Rules?

4] Yes
[] No

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

1. We believe the passive investor exemption should be applicable to the
substantial shareholder itself, as well as to associates of the substantial
shareholder (Rules 14A.31(10) and 14A.33(5)).

2. We believe the Exchange’s current approach on continuing connected
transactions of applying the annual cap to the assets, revenue and market
capitalisation of a listed issuer is illogical and does not compare “like with
like”. It should be the case that only the applicable percentage ratios need
to be calculated. By way of example, the revenue test should not be applied
where the listed issuer is incurring expenditure e.g. lease payments, service
fees, etc.

3. We believe the requirement for shareholders’ approval for the issue of
shares to connected persons should be clarified. We understand that only
one exemption is available for this type of transaction, which is contained
in Rule 14A.31(3). Conversely, all of the exemptions in Rule 14A.31 are
stated to be applicable to all connected transactions including (for
example) the directors’ service contract exemption under Rule 14A.31(6)
(if the share grant is specified in the service contract as part of his/her
emoluments).

4. Finally, in the context of share incentivisation schemes which may be
satisfied in the form of restricted share units (RSUs) or restricted shares
for directors, we believe the Exchange should consider adopting a de
minimis threshold similar to that applicable to share option schemes in
Chapter 17 - or at least allowing issuers the flexibility to seek a general
mandate from shareholders for grants that are subject to specific limits.
The current rules restrict issuers (especially those in the technology sector)
from competing with issuers listed overseas, which are able to use share
incentives to attract and retain talent.

-End -
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In addition to the requirement of rule 19A.14, the Exchange may from time to
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Chapter 21
INVESTMENT VEHICLES

INVESTMENT COMPANIES

The Listing Agreement for an investment company will state that the provisions
of Chapter 14 will not apply to investment companies save for rule 14.06(3),
14.06(4), 14.34 to 14.37, 14.38A, 14.40 to 14.46, 14.48 to 14.53 (for very
substantial disposals), 14.58, 14.60 to 14.63, 14.66 to 14.68, 14.70 to 17.77,
14.85 and 14.86. For the purposes of Chapter 14A-+rile—14AA43, any
investment manager, investment adviser or custodian (or any connected
person thereof) shall be regarded as a connected person of the issuer.
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APPENDIX II: DRAFT RULE AMENDMENTS FOR

PROPOSALS DESCRIBED IN CHAPTERS IV, V
AND VI

Cross-
references {o
existing
Rules or
suidance
materials

T4A01,
14A.02,
14A.03
{summarised)

Amendments to Chapter 14A (marked up against the draft Chapter
14A in Appendix I)

14A.01

14A.02

14A.03

14A.04

14A.04A

Chapter 14A

EQUITY SECURITIES

CONNECTED TRANSACTIONS

INTRODUCTION

This Chapter applies to connected transactions entered into by an issuer or its
subsidiaries.  The connected transaction rules ensure that the interests of
shareholders as a whole are taken into account by the issuer when a group enters
into a connected transaction.

Connected transactions include both capital and revenue nature transactions.
They may be one-off transactions or continuing transactions.

The general requirements for connected transactions include disclosures in
announcements and annual reports, and shareholders’ approval. Persons with
material interests cannot vote on the resolution approving the transaction.
Continuing connected transactions also require annual reviews by independent
non-executive directors and the auditors.

To reduce issuers’ compliance burden, exemptions and waivers from all or some
of the connected transaction requirements are available for specific categories of
connected ftransactions. These apply to connected transactions that are
immaterial to the group, or specific circumstances where the risk of abuse by
connected persons is low.

The rules in this Chapter have been illustrated with diagrams. If there is any
conflict between the rules and the diagrams, the rules prevail.
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DEFINITION OF CONNECTED PERSON (2) if the person is connected with two or more subsidiaries of the issuer, the
Exchange will aggregate the subsidiaries’ total assets, profits and revenue

14A.05  A“connected person” is: to_determine whether they are together “insignificant subsidiaries” of the
issuer; and
101, TAA11(1) (1) a director, chief executive or substantial shareholder of the issuer or any of
its subsidiaries; 3) when calculating the percentage ratios, 100% of the subsidiary’s total
assets, profits and revenue will be used. If the percentage ratio produces
14A11(2) (2) a person who was a director of the issuer or any of its subsidiaries in the an_anomalous result, the Exchange may disregard the_calculation and
last 12 months; consider alternative test(s) provided by the issuer.
Lol A1) (3) a supervisor of a PRC issuer or any of its subsidiaries; PRC Governmental Body
101, 14A.11¢4) @) an associate of any the above persons; 1A 12AQ2). 14A.07  The Exchange will not normally treat a PRC Governmental Body as a connected
19A 19 person. The Exchange may request an issuer to explain its relationship with a
(5) a connected subsidiary; or i PRC Govemmental Body and why it should not be treated as a connected person.
If the Exchange decides to treat the PRC Governmental Body as a connecled
(6) a person deemed to be connected by the Exchange. person, the issuer must comply with any additional requirements requested by the
Exchange.
Diagram 1 Depositary
101 - (c), 14A.08  For a listing of depositary receipts, a person holding shares of an issuer as a
£9B.03 depositary will not be treated as:
I I I I 1
Director, Director Supervisor Connected Deemed : 5 PRI
chief executive, in the last {PRC issuer bsidiary " (1) an associate of the holder of the depositary receipts; or
substantial 12 months only} person . . .
shareholder 2) a substantial shareholder or controlling shareholder of the issuer.
Definition of associate
14A.00  An “associate” of a connected person described in rule 14A.05(1), (2) or (3) who is
3 an individual includes:
Assoclate 1.01 - (a(i. (i), Q)] his spouse, 'his {or his spouse’s) child (natural or adopted) or step-
19A.04 - @)(3). (i) child under the age of 18 years (each an ‘immediate family
. X . : . member”);
T 14A.06  Where an issuer is an investment company listed under Chapter 21, its connected Dingram

persons also include an investment manager, investment adviser or custodian (or
any connected person of each of them).

_—M ~ is married fo
Mother |y} Father
(step-father)

t
(slep-mother) Nie. A% finumediate
Sumity meimhers

Brother {step-hrother) M
Sister (slep-sinter)

Exceptions

Persons connected with-insignificant subsidiaries Proposal C(1)

14A.06A Rules 14A.05(1) to (3) do not include a director, chief executive, substantial
shareholder or supervisor of the issuer's insignificant subsidiary/subsidiaries. For

Spavse

I Mr. A

this purpose: Pnghter . Son
purp Child (riep-
{step-daughtery - (atep-son)
aged 18 0r shave <hild) ander 1R aged 18 or shove

1 an “insignificant subsidiary” is a subsidiary whose total assets, profits and
revenue compared to the group's are less than:

(a) _10% under the percentage ratios for each of the latest three
financial years (or if less. the period since the incorporation or
establishment of the subsidiary); or

(b) 5% under the percentage ratios for the latest financial year;
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| M
101 - (a)iif). (b) the trustees, acting in their capacity as trustee of any’trust of which Dlagram5 Aasoctates of Mr.A
8 S b . d . : : Diagram § ssoclates of Mr.
19A.04 - ()il the individual or his immediate family member is asbeneficiary or, in
the case of a discretionary frust, is (to his knowledge) a FEEREEEEREEAAEEEAR A
discretionary object (other than a trust which is an employees’ share H
scheme or occupationai pension scheme @nd the connected..] Proposal €@ H
Ty - i 7 W rrolll B Ll
persons' interests in the scheme are less than/10%) (the “trustees”); :
or ] b Mr A L4 SEATE
tmmedinte = Familymiembers
: family members | % e i
: 101 - @) (c) a 30%-controlled company held, directly or indirectly, by the H :
: 19A.04 - (a)(v) individual, his immediate family members and/or the trustees ERATAREEImRmEmsRRsmEEn H H
| (individually or together), or any of its subsidiaries; or pussexsnnumananen bapsssazssssszamasd H
H H H
Dlagenm3 ANEREEEEREGERAmARNRE N . — -
- s - - - — - —
x = -~ . ~ -~ . -~ ~
Mr. A . Individually or logeth Together (directly or Individually gether (directly
: A I Bl PO sty P S QUi N QU i et
u o  Trusters 1 30% or more voting power or 7 50% voting power or control voling pawer or 1
: — Mr AW : N onntrot the board sotnposilion o N\ ~ the board composition Vd -~ control the board camposition s
: s |2 ~— = R S
H =
u - -
ARERREEEREETSANEEERRNE MYcontrolled company T MRS Eanirpticd compRity - Aafrity-ontiolied company:
. - and lts subaldinries “ad 15 s barier: it sbeldlatien
——— ik v
P - {
Tndividually or together fdirectly ~
( indireetly) hold 30% or mave voting - |
y _ Poweror coniml the hanrd composition 3 N L, . R .
— g = - ' 14A10  An “associate” of a connected person described in rule 14A.05(1), (2) or (3) which

is a company includes:

30%-contralled company .
and s subsldinties LO1 - (b){(),

) its subsidiary or holding company, or a fellow subsidiary of the holding
19A.04 - (bY(H)

company (together the “group companies”);

L4A L)Y (2) (a)  a person cohabiting ‘with him as a spouse, or his child, step-child, 1.01 - (L)),
parent, step-parent, brother, step-brother, sister or step-sister (each 19A.04 - (b)(ii)
a “family member”); or

the trustees, acting in their capacity as trustees of any trust of which the
company is a beneficiary or, in the case of a discretionary trust, is (to its
knowledge) a discretionary objeci (the “trustees™); or

AN

; o
Dlagram 4 . s N o
ant 1.01 - (b){iv), 3) a 30%-controlled company held, directly or indirectly, by the company, the
19A.04 - (b)(iv) group companies, and/or the trustees (individually or together), or any of
o) o] (] e ks mts s its subsidiaries. )
{stepomother) {utep-Tithary .
; p———l——\\ I Disgrams PuEEEEEEEEEEEERREREEEEmEmAEEEEEg
Broiler (step-biother M H Halding T[] Associates of Company A
- Sivter (stepetlen = H company H
L4 . "
H s § > .
- L]
« o] Trustee | Fellow »
P - . Company A subsidiaxies | @
menter: Child (atep- i = n
fetepidnifglite ’ ) »50
sed 1 orsbove | | ity mder 18 e : il :
: [ sobsdarer_| :
» u
MM EARERRESAMSNpEEEEERSNEEEEERI O
- — —— = — — bl
JERMRTEIGITCIN (b) a majority-controlled company held, directly or indirectly, by the ( ::‘t‘?t‘r‘;ﬁ;:’)”){n‘l‘; ;giuzr ;‘fﬁ:ﬁi’{iﬁ'
L4A 1) - N3 family members (individually or together), or held by the family ~. _ poseror contral the board mmvus"ﬁm 7/
: D765 members together with the individual, his immediate family T e o g - -

: FAQ Series 10 members and/or the trustees, or any of its subsidiaries.

No. 12 30%-controlled company
and its subsidinries

114 . 115




14A.11 A company will not be regarded as a person’s associate only because the person

AT - NI holds an interest in the company through hisfits shareholding in the group. It will be [pooorc)
regarded as an associate if the person_and his/its associate(s) together have an —

interest in the company in addition to those held through the group of 10% or more,

Diagram 7
Seenardo 1 Scenatio 2
® Comprny A i not an nssociate of X

hecanise X onty has o indirect infercst in
it throwgh fhe groep

Dlagram 9.
MM EEEEAEEEAAREEEGEENENMNEENEEEY

[ Associntes of Company A

Holding
company

o g e

_1 Trustee | Company A Fellow

ITET PV TR YR Y

subsidiaries

X
(the joint

>50% venture partner)

FYTTELT

The group » L4
e - :

>30% <10% P " Individually or together (directly or indirectly) hold ~ =
30% av mare of the joint venlure's capital ar nssets / :

~ contributions or the shor of its peofils or income - M

»

.

=

—
N g -
a
B

Coaperative or contractual
Jjoint venture
19A.04 - (b)(v) 14A.12 For PRC issuers only, a person’s associates include any joint venture partner of a
cooperalive or contractual joint venture (whether or not it is a separate legal entity)

where:
Definition of connected subsidiary

(O] the person (being an individual), his immediate family members and/or the

trustees; or 14A.13 A *connected subsidiary” is:
(2) the person (being a company), its group companies and/or the trustees, H4A11(5) O] a non wholly-owned subsidiary of the issuer where any connected
. person(s) at the issuer level, individually or together, can exercise or
together directly or indirectly hold 30% (or an amount that would trigger a control the exercise of 10% or more of the voting power at the subsidiary's
mandatory general offer or establish legal or management control over a business general meeting. This 10% excludes any indirect interest in the subsidiary
enterprise under the PRC law) or more in the joint venture’s capital or assets which is held by the connected person(s) through the issuer; or
contributions, or the contractual share of its profits or other income. o o .
14A.11(6) 2) any subsidiary of a non wholly-owned subsidiary referred to in (1) above.
Diagram8 AR RLLEREER] LE R - i idian
. H [ Avsocttesornir.a 4AZL(IA) 14A.14  If an issuer's subsidiaries are connected persons only because they are the
. H ) subsidiaries of a connected subsidiary, transactions between these subsidiaries
. & Trustees . will not be treated as connected transactions.
H - MeAs H
s mnicdinte " x Dizgram 10
H ",2“,::‘:3“ H y (d',“ Joint ; = X is a connected person at the issuer level, and hefit has a 10%
= - od venture partner} . {or more) shareliolding in Subsidiary A.
EEERREERS AR T -> Subsidiary A is a connected subsidiary. (See rule 14A.13(1))
- -
-——— T e . H « Subsidiarics B and C are subsidiaries of Subsidiary A,
- Individually or together {directly nc indirectly) hatd -~ = > Subsidiarics B and C are also connected subsidiaries. (See
( 30% or more of the joint venture's eapital ur assets 7 = rule 14A 13(2)
~ contributions or the share of its profils or income - :
- =
=

o e g e "

o T ions between the i idiary D with Subsidiary
A/B/C are connected transactions.

Coopcr_al_i\'c or contractual o T jons between any of Subsidiaries A_ B and C are not
Jjoint venture d ions if Subsidiaries B and C are d
solely because of their relationship with Subsidiary A. (Sce rule
14A.14)
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Diagyam 11 * Xand Y are connected persons at the
Scennrto € Scroario2 issuer level,

I -> Subsidiarics D and E are

* Subsidiary E is a subsidiary of

Bl Subsidiary D. Howcver. the

- 10
v exemption in rule [4A 14 docs not
I Sulssidiary D I l Subsidiary D ! apply to transactions between them
because Subsidiary E is a connected
>50% 2 10% ) i N
1P v »50% r subsidiary not only because of its

relationship with Subsidiary D but

Subsidiary E also its relationship with X or Y.

Subsidiary E

14A.15 A subsidiary of the issuer is not a connected person if:

ALz (1) it is wholly-owned by the issuer; or
Diagram 12
The issuer
ngﬁsidigrf A
19A12A (2) it falls under the definition of connected person only because it is:

(a) a substantial shareholder of another subsidiary of the issuer; or
Diagram 13 .

« Subsidiary A is a substantial
sharcholder of anotlier subsidiary
of the issucr. However. this
relationship will not make
Subsidiary A a conttected person
of the issuer.

The issuer

>50%

> %

Subsidiary
of the issuer

(b)  an associate of a director (or a person who was in past 12 months a
director), a chief executive, a substantial shareholder or a
supervisor of any-subsidiary of the issuer.

The issuer

Diagram 14

* X is a substantial sharcholder of'a
subsidiary of the issuer.

>50%
> 10% + X holds 30% (or more)
Subsidiary slmml\glding in Subsidiary.A,
of the issuer -> Subsidiary A is an associate of
>50% X. However. this relationship

will not make Subsidiary A a

connected person of the issuer
because X is only a connccted
person at the subsidiary level.

- Subsidiary A
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Deemed connected persons

14A.06 14A.16  The Exchange has the power to deem any person to be issuer's connected
person.
14A.16A _The Exchange will deem a person to be an issuer's connected person if the
Exchange considers that: }
4] hefit is a shadow director 2>r de facto controlling shareholder of the issuer;
or
(2) hefit is accustomed to acting according to the directions or instructions of
any connected person described in rules 14A.05(1) to (5).
4A 1 1(4)(a) 14A.17 A deemed connected person of an issuer includes a person:
(1) who has entered, or proposes fo enter, into;
(a) atransaction with the group; and
(b)  an agreement, arrangement, understanding or undertaking (whether
formal or informal and whether express or implied) with a connected
person described in rule 14A.05(1), (2) or (3) with respect to the
transaction; and
(2) who, in the Exchange's opinion, should be considered as a connected
person.
14A.18 A deemed connected person also includes a person:
n who is:
1AL (@) a father in-law, mother-indaw, son-in-law, daughter-in-taw, brother-

inlaw, sister-in-law, grandparent, grandchild, uncle, aunt, cousin,
nephew or niece (each a ‘relative”) of a connected person as
described in rule 14A.05(1), (2) or (3); or
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Diagram 15

Great-
prandparents

Grand-
parents

Parcats M
Couri
"

14A11(4)0)

Mfatlier: M Falher Moihers § M | Fathers
{step-inathery atepifther ity in-lavy
Sinter-in-lave |N | Brother fatepbriithor) Al
Brother-inJaw. - Bistir (alepissinter). ]

. Mr A

Brotherin-faw!
Sister-in-taw

Berspn ¢ohibifing
ab spiie WLk
boiiiiMe A
%
. M Basightef il ik otepr M
Children i Child (step- otejrson): Dastightes~
Gitbpadasiphicc] I id (o e
| | chityander g || e har e
[4A.10(13)

Grand-children I Grandagn | Grinddinghter l l Grandion I [ Gramidighter IM “2‘;{’;"\3"1

Great-grandchltdren Great-grondson | Grent-granddanghter ]
:] Dr. A" reltives under rule 1L\ 18(1)(6)
D Mr. A" Inumedlate Sy members under yule 1440901}
14 A 10(13)(b).
Mr. A Gunity mtenrbers under vule ELAD2)a) 14A.68

(b) a majority-controlied company held, directly or indirectly, by the
relatives (individually or together) or held by the relatives together
with the connected person as described in rule 14A.05(1), (2} or (3),
the frustees, his immediate family members and/or family members,
or any subsidiary of that majority-controlied company; and

Diagrim 16

Decmable connected persans

Mr A

Trustees

Mr A
Immediate
familly members

M A
Tamlly members

T
1

cxnmonl =

LETTY aussmazzmanmona’
o .- - -
- ~ Individually or tapether (dircotly

o indirectly) hold
tinre than S0% voting pawer of

ot thon 1% voling posver of
control the hoard compsitian 7/

( Together (direetly or indirectty) kold ~ (
control the board composition PR
-

— —

— -

14A13(Da),
14A13(2)(a)i),
T4A.13(2)(b)(i)
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14A.19

14A.20

14A.21

14A.22

2) whose association with the connected person is such that, in the
Exchange's opinion, the proposed transaction should be subject to the
connected transaction requirements.

The issuer must inform the Exchange of any proposed transaction with the person
described in rule 14A17(1) or 14A.18(1) unless it is exempt from all of the
connected transaction requirements. It must provide information to the Exchange
to demonstrate whether or not the transaction should be subject to connected
transaction requirements.

WHAT ARE CONNECTED TRANSACTIONS

S

Connected transactions include transactions with conr:@e/\ztg persons, and
transactions with third parties that may confer benefits connected persons
through their interests in the entities involved in the transactions.

“Transactions” include both capital and revenue nature transactions, whether or
not conducted in the group’s ordinary and usual course of business. This includes
the following types of transactions:

1) any buying or selling of assets by a group including a deemed disposal;

@ @

a group granting, accepting, exercising, transferring or terminating
an option to buy or sell assets or to subscribe for securities; or

Note: Terminating an option is not a transaction if it is made under the
terms of the original agreement and i ent

the group has ;70 discretion over the termination.

(b)  a group deciding not to exercise an option to buy or sell assets or to
subscribe for securities;

(3) entering into or terminating finance leases or operating leases;

“) providing or receiving financial assistance. “Financial assistance” includes
granting credit, lending money, or providing an indemnity against
obligations under a loan, or guaranteeing or providing security for a loan;

(5) entering into an agreement or arrangement to set up a joint venture in any
form (e.g. a partnership or a company), or any other form of joint
arrangement;

(6) issuing new securities of the issuer or its subsidiaries;

(7) providing, receiving or sharing services; or

8) buying or selling raw materials, intermediate products and/or finished
goods.

Transactions with connected persons

Any transaction between a group and a connected person is a connected
transaction.
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14A.24

Financial assistance to/from commonly held entities

Financial assistance provided by a group to, or received by a group from, a
commonly held entity is a connected transaction.

A "commonly held entity” is a company whose shareholders include:

Diagrom 18

Before the acquisition

After the sequisition .

proposed) controller of
ner.

X is o substantial shareholder
of the Target Compatry.

> The group’s scquisition of
an inferest in the Target
Compnny from the third

e R g

h 4 party v a comnecfed

(1) a member of the group; and The issuer Third The issuer trangaction.
party a-The group's-disposal nf.an
The grow

2) any connected person(s) at the issuer level who, individually or together, Subsidinries —¥ inercatin e Tores
can exercise or control the exercise of 10% or more of the voting power at of the issuer f}"",::d,::"::: NMMMMM‘
the company’s general meeting. This 10% excludes any indirect interest coneoted-teansaction-
held by the person(s) through the issuer,

Target Company
Diagram 17 '_. —

Scenprio 1 Scenn

% =10% 20
4 A 4

* X is a connected person at the

issuer level
X X Blageam 19

v * Both the group and X are Beforethe asquisition Aiertheaequkition
sharcholders of Company A. and X

«Y.ir.a(praposedy controlior.of

¥ holds 10% (or more) of b )
: sharcholding in Company A ¥ ¥ ~odtasubstantiakcheschaldor
The issuer - Company A is a commonly held . o
\ny > Financial assistance provided by Third Fhird Companstinm-theFiird
sharcholding =10 Any the group to. o reccived by the & party Botsins

100 group from. Company Aisa
connccted transaction.

sharehalding

v 4 .. The.greups dispossl-afan
Company A Company A btorest i
pam pany 5 GompanstetheThind-Porkcor

¥ Alhurthisdhnarbeio-al
partis

ted-t

Transactions with third parties AN 14A26  The Exchange may aggregate the interests of the controller and hisfits associates

in the target company to decide whether they together are the target company’s

LA I3(1)(L)D 14A.25 A group buying-er-selling an interest in a company (the “target company”) from-ef ["proposal E(b) substantial shareholder

o a person who is not a connected person is a connected transaction if the target

company's substantial sharehalder: A1) 14A.27  Buying-orselling the target company’s assets is also a connected transaction if Froposal B(0)
N . « - . . these assets account for 90% or more of the target company’s net assets or total
1) is, or is proposed to be, a controller. A “controller” is a director, chief P
- N . " N roposal E(a) assets.
executive or controlling shareholder of the issuer-orany-ofits-subsidiaries; .
or ) 14A.28  Rule 14A.25 or 14A.27 does not apply to an issuer's proposed acquisition—er | Proposal E(b)
(2) is, or will, as a result of the transaction, become, an associate of a ¥ bif:

controller or proposed controller.

£H——the controller or hisfits associate(s) is/are together the target company’s
substantial shareholders only because of their indirect shareholdings in
the target company held through the group;-or

A 13())G)
~NL N2

Dingram 20

e Xisa \ler of the i its-subsidiary
berdias

; * X only has an indircct interest in the Target
Company through the group.
= The proup's acquisition-erdispesal of an
interest in the Target Company from-erte
any third party {who is not a connccted
person) is not a connecied transaction.

; The issuct/
) its subsidiary

210%

I
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14A.30  Rule-14A.20-does-not-apply-if-the-group-and-the controlles

Definition of continuing connected transaction

14A.31 Continuing connected transactions are connected transactions involving the
provision of goods or services or financial assistance, which are camied out on a
continuing or recurring basis and are expected to extend over a period of time.

They are usually transactions in the group’s ordinary and usual course of business.

REQUIREMENTS FOR CONNECTEDiTRANSACTIONS

14A.32  This section sets out the requirements for connected transactions.
14A.33  Exemptions or waivers from all or. some of the requirements are available for
certain type of connected transactions. See rules 14A.74 to 14A110A.
Written agreement
14A.34  The group must enter into a written agreement for a connected transaction.

14A.34A The issuer may apply for a waiver to enter into a written agreement if it meets the
conditions described in rule 14A.110A.

Announcement
14A.35  The issuer must announce the connected fransaction as soon as practicable after
its terms have been agreed. See rule 14A.70 for the content requirements.

Note: If the connected transaction is subsequently terminated or there is any
material variation of its terms or material delay in the completion, the
issuer must announce this fact as soon as practicable.

Shareholders’ approval
14A.36  The connected transaction must be conditional on shareholders’ approval at a

general meeting held by the issuer. Any shareholder who has a material interest
in the transaction must abstain from voting on the resolution.
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14A.38

14A.39

14A.40

14A.41

14A.42

14A.43

14A.44

The Exchange may waive the general meeting requirement and accept a written
shareholders’ approval, subject to the conditions that:

(W] no shareholder of the issuer is required to abstain from voting if a general
meeting is held to approve the transaction; and

2) the approval is given by a shareholder or a closely allied group of
shareholders who (together) hold more than 50% of the voting rights in the
general meeting.

If the issuer discloses inside information o any shareholder in confidence to solicit
the written approval, it must ensure that the shareholder is aware that he must not
deal in the securities before the information has been made available to the public.
If the connected transaction requires shareholders’ approval, the issuer must (1)
set up an independent board committee; and (2) appoint an independent financial
adviser.

Independent board committee

The independent board committee must, taking into account the recommendation
of an independent financial adviser, advise the issuer's shareholders:

N whether the terms of the connected transaction are fair and reasonable;

2 whether the connected transaction is on normal commercial terms and in
the group's ordinary and usual course of business;

(32)  whether the connected transaction is in the interests of the issuer and its
shareholders as a whole; and

(43) howto vote on the connected transaction.

The independent board committee should consist only of independent non-
executive directors who do not have a material interest in the transaction.

If all the independent non-executive directors have a material interest in the
fransaction, an independent board committee will not be formed. The independent
financial adviser must then make its recommendation to the shareholders directly.

If an independent board committee is formed, the circular should include a letter

from the independent board committee containing its opinion and recommendation.

Independent financial adviser / I x5 )
The issuer must appoint an independent financial” adviser acceptable to the
Exchange to make recommendations to the(iwl/uz%p;:ndent board committee and

shareholders on the matters in rules 14A.48(1) to {4). The independent financial
adviser will give its opinion based on theAritten agreement for the transaction.

Proposal H
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The circular should include a letter from the independent financial adviser
containing its opinion and recommendation. The independent financial adviser's
letter must also set out the reasons for its opinion, the key assumptions made, the
factors that it has taken into consideration in forming the opinion, and a statement
whether:

(O] the terms of the connected transaction are fair and reasonable;

(2) the connected transaction is on normal commercial terms and in the
group's ordinary and usual course of business;

3) the connected ftransaction is in the interests of the issuer and its
shareholders as a whole; and

4) the independent shareholders should vote in favour of the connected
transaction.

Circular
The issuer must send a circular to its shareholders:

(1) at the same time as or before the issuer gives notice of the general
meeting if the connected transaction is to be approved by shareholders in
a general meeting; or

2) within 15 business days after publication of the announcement in any
other cases. The issuer may apply for a waiver from this requirement if it
requires additional time to prepare the circular.

Note: See rules 14A.70 and 14A.71 for the content requirements.

The issuer must announce the expected date of distribution of the circularyand if
this is more than 15 business days after the pubfication of the announcement, the
reasons why this is so.

If the issuer expects a delay in distribution of the circular by the date previously
announced, it must announce this fact, the reason for the delay and the new
expected date of distribution of the circular before the original despatch date.

Supplementary circular or announcement

If the issuer is aware of any material information relating to the connected
transaction after it has issued the circular, it must publish this information in a
supplementary circular or announcement at least 10 business days before the
date of the general meeting to consider the transaction. The meeting must be
adjourned by the chairman or, if that is not permitted by the issuer’s constitutional
documents, by resolution to that effect if it is necessary for the compliance with the
10 business day requirement. (See rule 13.73 for the factors that the issuer
should consider when deciding whether to issue a supplementary circular or
announcement.}

Annual reporting
The issuer must disclose its connected transactions conducted during the financial

year in its annual report. See rules 14A72 and 14A.73 for the content
requirements.
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Requirements for continuing connected transactions
The following additional requirements apply to a continuing connected transaction.
Terms of an agreement

A written agreement for a continuing connected transaction must contain the basis
for calculating the payments to be made. Examples include sharing of costs
incurred by the parties, unit prices for goods or services provided, annual rental for
leasing a property, or management fees based on a percentage of the totai
construction cost.

The period for the agreement must be fixed and refiect normal commercial terms.
It must not exceed 3 years except in special circumstances where the nature of
the transaction requires a longer period. In this case, the issuer must appoint an
independent financial adviser to explain why the agreement requires a longer
period and to confirm that it is normal business practice for agreements of this type
to be of such duration.

Annual cap

The issuer must set an annual cap (the “cap”) for the continuing connected
fransaction. The cap must be:

(1 {a) _ expressed in monetary terms, or

(b} as a percentage of the issuer's annual revenue or other financial
items in_its published accounts. This option only applies to
continuing connected transactions of a revenue nature in the
issuer's ordinary and usual course of business;

2) determined by reference to previous transactions and figures in the
group’s published information. If there were no previous transactions, the
cap must be set based on reasonable assumptions; and

3) approved by shareholders if the transaction requires shareholders’
approval.

Changes to annual cap or terms of agreement

The issuer must re-comply with the announcement and shareholders’ approval
requirements before:

(@] the cap is exceeded; or

(2) it proposes to renew the agreement or to effect a material change to its
terms.

Note: The revised or new cap(s) will be used to calculate the percentage ratios
for classifying the continuing connected fransaction.
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Annual review by independent non-executive directors and auditors

The issuer's independent non-executive directors must review the continuing
connected transactions every year and confirm in the annual report whether the
transactions have been entered into:

()] in the group's ordinary and usual course of business;
2) on normal commercial terms; and

(3) according to the agreement governing them on terms that are fair and
reasonable and in the interests of the issuer's shareholders as a whole.

The_issuer must_engage its auditors to report on the continuing connected
transaction every year. The auditors must provide a letter to the issuer's board of
directors confirming whether_anything has come to their attention that causes them
to believe that the continuing connected transactions:

(1) have not been approved by the issuer's board of directors;

(2) were not, in all material respects, in accordance are-in-compliance-with the
group's pricing policies if the transactions involve provision of goods or
services by the group;

3) were not entered into, in all material respects, are-in accordance with the
relevant agreement governing the transactions; and

“) have netexceeded the cap_(if applicable).
ided-by-the-auditors-according-to-Practice Note 740
Lad £ Ny .

Kong—in 0—0 artified -Public--Accountan

Noter A firrmati

tableunderthisrule.
B -

The issuer must provide a copy of the auditors’ letter to the Exchange at least 10
business days before the buik printing of its annual report.

The issuer must allow, and ensure that the counterparties to the continuing
connected transactions allow, the auditors sufficient access to their records for the
purpose of reporting on the transactions.

The issuer must promptly notify the Exchange and publish an announcement if the
independent non-executive directors and/or the auditors cannot confirm the
matters as required. The Exchange may require the issuer to re-comply with the
announcement and shareholders’ approval requirements and may impose
additional conditions.
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When a continuing transaction subsequently becomes connected
If the group has entered into an agreement with fixed terms for:

1) a continuing transaction, and the transaction subsequently becomes a
continuing connected transaction, or

2) a continuing connected transaction exempt under the“insignificant

subsidian

" (seo—nHes—14A.08-10-14A-104)—or-the "passive

p
investor exemption” (see rules 14A.102 and 14A.103), and the transaction
subsequently cannot meet the conditions for the exemption,

the issuer must:

(a) as soon as practicable after becoming aware of this fact, comply with the
annual review and disclosure requirements including publishing an
announcement and annual reporting if the group continues to conduct the
transaction under the agreement; and

(b) when the agreement is renewed or its terms are varied, comply with all
connected transaction requirements.

Other requirements relating to connected transactions
QOptions

If the group grants an option to a connected person and the group does not have
discretion to exercise the option, the transaction is classified as if the option has
been exercised (see rule 14A.80(1)). In addition, the issuer must announce the
following subsequent events as soon as practicable:
Q)] any exercise or transfer of the option by the option holder; and/or
2) (if the option is not exercised in full), the option holder notifying the group

that it wili not exercise the option, or the expiry of the option, whichever is

earlier.

Guaranteed profits or nef fangible assets

The following apply if the group acquires a company or business from a connected
person, and the connected person guarantees the profits or net tangible assets or

other matters regarding the financial performance of the company or business.

If the actual amount is less than the amount guaranteed, the issuer must disclose
the following in an announcement and in its next annual report:

(@) the shortfall and any adjustment in the consideration for the transaction;

2) whether the connected person has fulfilled its obligations under the
guarantee;

(3) whether the group has exercised any option to sell the company or

business back to the connected person or other rights it held under the
terms of the guarantee, and the reasons for its decision; and
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(4) the independent non-executive directors’ opinion:
(a)  whether the connected person has fulfilled its obligations; and

(b)  whether the group’s decision to exercise or not to exercise any
options or rights set out in rule 14A.64(3) is fair and reasonable and
in the interests of the shareholders as a whole.

When a proposed fransaction becomes connected

if a connected transaclion is also a notifiable transaction, the issuer must also
comply with the requirements in Chapter 14,

If an issuer has entered into an agreement for a proposed transaction which is
conditional on shareholders' approval in general meeting and the proposed
transaction becomes a connected transaction before the shareholders' approval,
the issuer must comply with the connected transaction requirements. Where a
notice of meeting to approve the proposed fransaction has been sent to
shareholders, the issuer must issue a further announcement and a supplementary
circutar to disclose that the transaction has become a connected transaction and
the parties that are required to abstain from voting. The circular must also contain
information required for a connected transaction circular.

Checklists

The issuer must complete and submit any checklists for connected transactions
prescribed by the Exchange from time to time.

CONTENT REQUIREMENTS

This section sets out the information that an issuer must disclose in its
announcements, circulars and annual reports.

Announcements
An announcement for a connected transaction must contain at least:

(1) the information set out in rules 14.58 to 14.60 (contents of announcements
for notifiable transactions);

2) the connected relationship between the parties to the transaction, and the
connected person’s interests in the transaction;

(3) the independent non-executive directors’ views on the transaction_matters
set out in rule 14A.40 if no shareholders’ approval is required. Fhis
includes-whether-the-transaction-is-on-nermal-commercial-terms—whether
its-terms-are-fair-and-reasonable—and-whether-itis-in-the-interests-of-the
issuerand-its-shareholders-as-a-whele;

(4) if the transaction is a continuing connected transaction, the amount of its
cap. If a circular is not required, the issuer should also disclose how it
determines and calculates the cap, including the assumptions and the
amounts of previous transactions which form the basis of the cap;
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if the transaction is a qualified property acquisition exempt from the
shareholders’ approval requirement (see rule 14A.104):

(a) the details of the acquisition;

(b) the details of the joint venture, including its terms and status, its
dividend and distribution policy, its financial and capital commitment,
and the issuer's share in it; and

() information io demonstrate that the exemption conditions have been
met;

if the transaction involves the group acquiring assets from a connected
person, the original acquisition cost of the assets to the connected person;

if the transaction involves the group disposing of assets which it has held
for 12 months or less, the group’s original acquisition cost of the assets;

if the announcement contains a profit forecast of the group or a company
which is, or will become, the issuer's subsidiary, the information set out in
rule 14.62 (requirements for profit forecast in notifiable transaction
announcement);

if no circular is required, a statement whether any directors of the issuer
have a material interest in the transaction and, if so, whether they have
abstained from voting on the board resolution;

a statement that the transaction is subject to independent shareholders’
approval, if applicable;

if the transaction is, or will be, approved by way of shareholders’ written
approval, details of the shareholders giving the approval (including their
names and shareholdings in the issuer) and the relationship between the
shareholders; and

if a circular is required, the expected date of distribution of the circular, and,
if this is more than 15 business days after the publication of the
announcement, the reasons why this is so.

Circulars

A circular for a connected transaction must:

M

@
3

“

provide a clear and adequate explanation of its subject matter and
demonstrate the advantages and disadvantages of the transaction for the
group;

where practicable, include a numerical evaluation;

contain all information necessary to allow the issuer's shareholders to
make a properly informed decision; and

contain a heading drawing attention to the importance of the document

and advising shareholders who are in any doubt to consuit appropriate
independent advisers on the appropriate course of action.
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The circular must contain at least:
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the Exchange's disclaimer statement (see rule 14.88) on its front cover or
inside front cover;

the information required to be disclosed in the announcement for the
transaction;

the identity and activities of the parties to the transaction and their ultimate
beneficial owner(s);

the name of the connected person concerned, hisfits relationship with any
controfler and the name and office held by that controller;

if the transaction is a continuing connected transaction, how the issuer
determines and calculates the cap, including the assumptions and the
amounts of previous transactions which form the basis of the cap;

a letter from each of the independent financial adviser and, if applicable,
the independent board committee containing its opinion and
recommendation on the transaction (see rules 14A.43 and 14A.45);

if the transaction involves the acquisition or disposal of any property
interests or a company whose assets consist solely or mainly of property,
a valuation and information on the property if required under rule 5.03.
This rule does not apply to property acquired under a qualified property
acquisition;

if the primary significance-of the asset (except for property interests) being
acquired or disposed of is its capital value, an independent valuation of the
asset;

if the fransaction involves an acquisition or disposal of a company or
business engaging in an infrastructure project, a business valuation report
on that company or business and/or traffic study report on the project.
The report(s) must clearly set out:

(a) all significant underlying assumptions including the discount rate or
growth rate used; and

(b) a sensitivity analysis based on different discount rates and growth
rates.

If the business valuation is based on a profit forecast, the accounting
policies and calculations for the underlying forecasts must be examined
and reported on by the auditors or reporting accountants. Any financial
adviser mentioned in the circular must also report on the underlying
forecasts.

if the transaction involves the group acquiring a company or business from
a connected person, details of:

(a) any guarantee of the profits or net tangible assets or other matters
regarding the financial performance of the company or business
provided by the connected person, and a statement by the issuer
that it will comply with the disclosure requirements (see rule 14A.64)
if the actual amount is less than the amount guaranteed.
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{b) any option granted to the group to sell the company or business
back to the connected person and/or other rights given to the group;

a statement whether any directors of the issuer have a material interest in
the transaction and, if so, whether they have abstained from voting on the
board resolution;

a statement that any shareholder with a2 material interest in the fransaction
will not vote and the information required in rule 2.17;

the information set out in the following paragraphs of Appendix 1, Part B:

1 —issuer's name

2 — directors’ responsibility

5 — expert statements

10 — securities to be issued (if applicable)

29(2) — requirements if there is a profit forecast

32 — no material adverse change

39 — directors’ service contracts

40 — directors’ interests in assets

43(2)(a) & (c) — documents on display

information regarding directors' and chief executive’s interests in the
issuer described in paragraphs 34 and 38 of Appendix 1, Part B, and
Practice Note 5;

information regarding the competing interests of each of the group’s
directors and his associates as would be required to be disclosed under
rule 8.10 as if each of them was a controlling shareholder; and

any additional information requested by the Exchange.

Annual reports

The issuer’s annual report must contain the following information on the connected
transactions conducted in that financial year (including continuing connected
transactions under agreements signed in previous years):

0
@

©)
@
)
®

the transaction date;

the parties to the transaction and a description of their connected
relationship;

a brief description of the transaction and its purpose;

the total consideration and terms;

the nature of the connected person’s interest in the transaction;
for continuing connected fransactions,

(a) a confirmation from the issuer's independent non-executive
directors on the matters set out in rule 14A.56; and

(b) a statement from the issuer's board of directors whether the
auditors have confirmed the matters set out in rule 14A.57.
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14A.73  When the issuer discloses in its annual report information of any related party De minimis transactions

[?m lq?x ) transaction under the accounting standards for preparing its financial statements, it
must specify whether the transaction is a connected fransaction under this 14A.77  This exemption applies to a connected transaction (other than an issue of new
Chapter and whether it has complied with the requirements in this Chapter. securities by the issuer) conducted on normal commercial terms.
Ay (1) The transaction is fully exempt if all the percentage ratios (other than the
EXEMPTIONS 14A.65(2)(b) profits ratio) are:
14A.74  Exemptions from the connected transaction requirements are available for the (a) lessthan 0.1%;
following types of transactions:
(b) less than 1% and the transaction is a connected transaction only
(1) de minimis transactions (rule 14A.77); because it involves connected person(s) at the subsidiary level; or
(2) financial assistance (rules 14A.88 to 14A.91A); (c) less than 5% and the total consideration (or in the case of any
financial assistance, the total value of the financial assistance plus
(3) issues of new securities by the issuer or its subsidiary (rule 14A.92); an vantage to the connected person or commonly held
ntity) is less than 000,000.
(4) dealings in securities on stock exchanges (rule 14A.93);
14A.32 The transaction is exempt from!circular (including independent financial
(5) repurchases of securities by the issuer or its subsidiary (rule 14A.94); 1 4A.34: advice) and shareholders’ approval requirements if all the percentage
14A.66(2) ratios (other than the profits ratio) are:
(6) directors’ service contracts and insurance (rules 14A.95 and 14A.95A);
e (a) lessthan5%;or .
7 buying or seliing of consumer goods or services (rules 14A.96); e ]
. —\%—\Q } (b) less than 25% and the total consideration (or in the case of any
(8) sharing of administrative services (rule 14A.97) ; \\___// financial assistance, the total value of the financial assistance plus
any monetary advantage to the connected person or commonly held
(9)  transactions-with-persons-connected with-insignificant-subsidiaries(rules entity) is less than HK$10,000,000.
14A:98 10 14A-101); - i S
transaclions _with_connected persons at the subsidiary fevel (rules 5 ———r A0 ,w"w’/&\ Percentage ratio calgulaions "\
14A.101A and 14A.101B); o \
/"1’4A.78 The methods of 'percentage rati Wm?ﬁ set out in Chapter 14 (notifiable
(10)  transactions with associates of passive investors (rules 14A.102 and e transactions) also apply to connected transactions in this Chapter subject to the
14A.103); and 4 modifications described rules 14A.79 to 14A.80.
(11)  qualified property acquisitions (rules 14A.104 to 14A.106). 14A. 33‘"(3) 14A.79  For continuing connected transactions, the issuer should calculate the assets ratio,
revenue ratio and consideration ratio using the annual cap as the numerator. If
14A.75  The exemptions are broadly divided into two categories: (1) fully exempt from FAQ Series 7 the agreement for the transaction covers dwer- year, the transaction will be
shareholders’ approval, annual review and all disclosure requirements; and (2) .| /No. 46048 classified based on the largest annual cap during the term of the agreement.
exempt from shareholders’ approval requirement. /
. 14A.68 14A.80 The following applies when calculating pércentage ratios for connecled
19A. 06, 14A.76  The Exchange has the power to specify that an exemption will not apply to a ) transactions involving options:
14A30 particular transaction.

(@] if the group grants an option to a conpected person and the group does
not have discretion to exercise the option, it is classified as if the option
has been exercised. The percentage ratios are calculated based on the
consideration for the transaction (which includes the premium and the
exercise price of the option), the valug of the underlying assets, and the
revenue atiributable to the assets (See rule 14A.62 for the disclosure
requirement when the option holder exercises or transfers the option, or

when the option expires.); 1‘
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if the group acquires or accepts an option granted by a connected person
where the group has discretion to exercise the option, it is classified based
on the amount of the premium payable by the group. However, if the
premium represents 10% or more of the sum of the premium and the
exercise price, the transaction will be classified as if the option has been
exercised (see rule 14A.80(1));

if the group exercises an option granted by a connected person, it is
classified based on the exercise price, the value of the underlying assets,
and the revenue attributable to the assets. If the option is exercised in
stages, the Exchange may require aggregation of the transactions;

if the group transfers an option granted by a connected person to a third
party, terminates the option or decides not to exercise the option;;

(a) it is classified as if the option has been exercised. The percentage
ratios are calculated based on the exercise price, the value of the
underlying assets, and the revenue attributable to the assets, and (if
applicable) the premium for transferring the option,_or the amount
receivable or payable by the group for terminating the option;

(b) the Exchange may allow the issuer to disregard the percentage
ratios calculated under paragraph (a) above and to classify the
transaction_using_the asset and consideration ratios calculated
based on the higher of:

() the difference between the exercise price and the value of the
assets subject to the option; and

(i} _any amount payable or receivable by the group.

These altemative tests would be allowed only if the”assets

tert is provided by an independent expert using_ generall
acceptable methodologies, and the issuer's independent non-
execulive directors and an independent financial adviser have
confirmed that the transfer, termination or non-exercise of the option
is_fair_and reasonable and in the interests of the issuer and its
shareholders as a whole. In any event, the issuer must announce
the transfer, termination or non-exercise of the option with the views
of the independent non-executive directors and the independent
financial adviser; and

if the actual monetary value of the premium, the exercise price, the value
of the underlying assets and the revenue attributable to the assets have

not been determined when the group grants or acquires/accepts the option:

(a) the issuer must demonstrate to the Exchange's satisfaction the
highest possible monetary value for caiculating the percentage
ratios and classifying the transaction. [f the issuer is unable to do
so, it may be required to comply with all the connected transaction
requirements for the transaction; and

(b) the issuer must inform the Exchange when the actual monetary
value has been determined. If the transaction falls under a higher
classification based on the actual monetary value, the issuer must
as soon as reasonably practicable announce this fact and comply
with the requirements applicable to the higher classification.
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Note: The requirements in this rule are the same as the requirements applicable
to options under Chapter 14 (nofifiable transactions), except that

1. Under Chapter 14, the issuer may, at the time of the group acquiring
or accepling an option granted by a third party, seek shareholders’
approval for its exercise of the option in the future. This is not
allowed under this Chapter.

2. Under Chapter 14, transfer or termination of an option by the group
is a transaction which is classified based on the consideration for
transferring the option or the amount receivable or payable by the

Proposals
G(1) and G(2)

group. Under this Chapter, the transfer or termination is classified
as if the option is exercised.

3. Non-exercise of an option is not a transaction under Chapter 14.
Exception to percentage ratio calculations

If any percentage ratio produces an anomalous result or is inappropriate to the
activity of the issuer, the Exchange may disregard the ratic and consider
altemative test(s) provided by the issuer. The issuer should seek prior consent of
the Exchange if it wishes to apply this rule.

Aggregation of transactions

The Exchange will aggregate a series of connected transactions and treat them as
if they were one transaction if they were all entered into or completed within a 12-
month period or are otherwise related. The issuer must comply with the applicable
connected transaction requirements based on the classification of the connected
transactions when aggregated. The aggregation period will cover 24 months if
the connected transactions are a series of acquisitions of assets being aggregated
which may constitute a reverse takeover. '

Factors that the Exchange will consider for aggregation of a series of connected
transactions include whether:

() they are entered into by the group with the same party, or parties who are
connected with one another;

(2) they involve the acquisition or disposal of parts of one asset, or interests in
a company or group of companies; or

3) they together lead to substantial involvement by the group in a new
business activity.

The Exchange may aggregate all continuing connected transactions with a
connected person.

An issuer must consult the Exchange before the group enters into any connected
transaction if:

1) the transaction and any other connected transactions entered into or
completed by the group in the last 12 months fall under any of the
circumstances described in rule 14A.83; or

2) the transaction and any other transactions entered into by the group
involve the acquisition of assets from a person or group of persons or any
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of their associates within 24 months after the person(s) gain control (as
defined in the Takeovers Code) of the issuer.

The issuer must provide information to the Exchange on whether it should
aggregate the transactions.

The Exchange may aggregate an issuer's connected transactions even if the
issuer has not consulted the Exchange.

Financial assistance

Financial assistance provided by the group

For any financial assistance provided by a banking company in its ordinary and
usual course of business to a connected person or commonly held entity:

(@) the transaction is fully exempt if it is conducted on normal commercial
terms (or better to the banking companyy),

(2) the transaction is fully exempt if it is not conducted on normal commercial
terms (or better to the banking company) but all the percentage ratios
(other than the profits ratio) are:

(a) lessthan 0.1%;

(b) less than 1% and the transaction is a connected transaction only
because it involves connected person(s) at the subsidiary level; or

(c) less than 5% and the total value of the financial assistance plus any
monetary advantage to the connected person or commonly held
entity is legs.thai $1,000,000; or

3) the trafisaction is exempt froms circular (including independent financial
_~advice) and shareholders’ approval requirements if it is not conducted on

/ normal commercial terms (or better to the banking company) but all the

14A.89

percentage ratios (other than the profits ratio) are:
(a) lessthan 5%, or
(b) less than 25% and the total value of the financial assistance plus
any monetary advantage to the connected person or commonly held
entity is less than HK$10,000,000.
A “banking company” is an issuer or its subsidiary which is a bank, a restricted

licence bank or a deposit taking company as defined in the Banking Ordinance, or
a bank y}ﬂd an appropriate overseas authority.

reguradled so o
. «/
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Financial assistance provided by a group to a connected person or commonly held
entity is fully exempt if it is conducted:

()] on normal commercial terms (or better to the group); and

(2) in proportion to the equity interest directly held by the issuer or its
subsidiary in the connected person or the commonly held entity. Any
guarantee given by the group must be on a several (and not a joint and
several) basis.

Financial assistance received by the group

Financial assistance received by a group from a connected person or commonly
held entity is fully exempt if:

(1) it is conducted on normal commercial terms (or better to the group); and

itis not secured b group’s assets.
The group providing indemnity for a director

Providing an indemnity for a director of the issuer or its subsidiaries is fully exempt

j6h)] the indemnity is for liabilities_that_may be incurred in the course of the
director performing his duties; and

) the indemnity is in a form permitted under the laws of the jurisdiction
where the company providing the indemnity is incorporated.

Issue of new securities by an issuer or its subsidiary

An issue of new securities by an issuer or its subsidiary to a connected person is
fully exempt if:

(n the connected person receives a pro rata entitlement to the issue as a
shareholder;

2) the connected person subscribes for the securities in a rights issue or
open offer:

(a) through excess application (see rule 7.21(1) or 7.26A(1)}); or

(b) in hisfits capacity as an underwriter or sub-underwriter of the rights
issue or open offer, and rule 7.21 or 7.26A (arrangements to
dispose of any excess securities) has been complied with. In this
case, the listing document must contain the terms and conditions of
the underwriting arrangement;

Note: Any commission and fees payable by the group to the

connected person for the underwriting arrangement are not
exempt under this exemption.
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(3) the securities are issued to the connected person under:
(a) a share option scheme that complies with Chapter 17; or
(b) a share option scheme adopted by the issuer before its securities
first start dealing on the Exchange, and where the Exchange has
approved the listing of the securities to be issued under the scheme;

or

4) the securities are issued under a “top-up placing and subscription” that
meets the following conditions:

(a) the new securities are issued to the connected person:
(i) after it has reduced its holding in the same class of securities
by placing them to independent third parties under a placing
agreement; and

(ily within 14 days from the date of the placing agreement;

(b) the number of new securities issued to the connected person does
not exceed the number of securities placed by it; and

(c) the new securities are issued at a price not less than the placing
price. The placing price may be adjusted for the expenses of the
placing.

Note: An issue of new securities-by a subsidiary of the issuer may be fully or
partially exempt as a de minimis transaction.

Dealings in securities on stock exchanges

Dealing in securities of a target company (i.e. a connected transaction described in
rule 14A.25) by the group is fully exempt if it meets the following conditions:

(1) the dealing in the securities is conducted as part of the group’s ordinary
and usual course of business;

(2) the securities are listed on the Exchange or a recognised stock exchange;

3) the dealing is carried out on the Exchange or a recognised stock
exchange, or if not, no’ consideration passes to or from a connected
person; and

“4) the transaction is not made for the purpose of conferring a direct or
indirect benefit upon any connected person who is a substantial
shareholder of the target company.
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Repurchases of own securities

Repurchases of own securities by an issuer or its subsidiary from a connected
person is fully exempt if it is made:

()] on the Exchange or a recognised stock exchange, except where the
connected person knowingly sells the securities to the group; or

(2) in a general offer made under the Code on Share Repurchases.
Service contracts_and insurance for directors

A director entering into a service contract with the issuer or its subsidiary is fully
exempt.

Purchase and maintenance of insurance for a director of the issuer or_its

Proposal K

subsidiaries against liabilities to third parties that may be incurred in the course of
performing his duties are fully exempt if it is in the form permitted under the faws of
the jurisdictiong where the company purchasing the insurance is incorporated.

or selling consumer goods or consumer services

oup buying consumer goods or services as a customer from, or sefling
consumer goods or services to, a connected person on normal commercial terms
in the ordinary and usual course of business is fully exempt if it meets the following
conditions:

(1) the goods or services must be of a type ordinarily supplied for private use
or consumption;

(2) they must be for the buyer’s own consumption or use, and not be:
(a) processed into the buyer's products, or for resale; or
(b) used by the buyer for any of its businesses or contemplated
businesses. This condition does not apply if the group is the buyer
and there is an open market and transparency in the pricing of the

goods or services;

(3) they must be consumed or used by the buyer in the same state as when
they were bought; and

{4)—the-total consideration-or value of the goods-or-services-must be-less-thar
o of ; A ; ' f g

latest-audited-accounts;-and

(45) the transaction must be made on no more favourable terms to the
connected person, or no less favourable terms to the group than those
available from independent third parties.

Note: Examp/es of consumer goods and services are:
(1)  Meals consumed by a director at a restaurant owned by the group.

(2) A director buying groceries for his own use at a retail store operated
by the group.

(3)  Utilities provided by the group to a director's apartment.
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(4)  Utilities provided by a connected person fo the group where the
prices are published or publicly quoted and apply to other
independent consumers.

Shared administrative services
Administrative services shared between the group and a connected person on a
cost basis are fully exempt, provided that the costs are identifiable and are
allocated to the parties involved on a fair and equitable basis.

Note: Examples of shared administrative services are shared secretarial, legal
and staff training services,
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St ios)-are-the-subject of the trar -and

{b)—the transaction-is-of-a-capital-nature:

An-tinsignificant subsidiary” is-the issuers-subsidiary-whose-total-assets; profits
and-revenue-arelessthan:

Ha—ioﬂ@undepuw—pemeﬂtage—#ahas—fepeaehmaesumee—ﬁnamal
years-{or if less.-the-period-since-the-incorporation-or mentof the
subsidiary);-or

{2)——-5% under the percentage ratios-for-the-latest-financial year:

- the—person—is—connected—-with—two—or more subsidiardes—of -the—issuer—the
E%shange—wmaggcegate—th&sub&manwomLassemﬁpmM&and—menue—m
determine whether-they are-together insigrificant subsidiaries” of the-issuer:
When-calculating-the percentage-ratios—100%-of-the-subsidiaries" total assets;
profits-and-revenue-will be-used.—f the percentage-ratio-produces-an-anomalous
resultthe-Exchange-may-disregard-the calculation-and-consider-altemnative-tesi(s)
provided-by the-issuer

Transactions with connected persons at the subsidiary levef

A connected transaction between the group and a_connected person at the

subsidiary level on normal commercial terms is exempt from the circular (including

independent financial advice) and shareholders’ approval requirements.
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14A.101B A connected transaction between the group and a connected person at the

14A.102

14A.103

14A.104

subsidiary level on normal commercial terms is fully exempt if:

[63)] the transaction is a connected fransaction only because of the person's
relationship with the issuer’s subsidiary/subsidiaries; and

(2) the subsidiary (or any of its subsidiaries) is not a party to the transaction.
Transactions with associates of passive investors

A connected ftransaction conducted between the group and an associate of a
passive investor is fully exempt if it meets the following conditions:

(1) the passive investor is a connected person only because it is a substantial
shareholder of the issuer and/or any of its subsidiaries;

2) the passive investor
(a) s not a controlling shareholder of the issuer or its subsidiaries;

(b) does not have any representative on the board of directors of the
issuer or its subsidiaries, and is not involved in the management of
the group, including any influence over the group’s management
through negative control (e.g. its veto rights) on material matters of
the group;

(c) is independent of the directors, chief executive, controlling
shareholder(s) and any other substantiai shareholder(s) of the
issuer or its subsidiaries; and

(3) the transaction is of a revenue nature in the group’s ordinary and usual
course of business, and conducted on normal commercial terms.

A “passive investor” is a substantial shareholder of the issuer and/or any of its
subsidiaries that:

1) is a sovereign fund, or a unit trust or mutual fund authorised by the
Securities and Futures Commission or an appropriate overseas authority;
and

(2) has a wide spread of investments other than the securities of the group

and the associate that enters into the transaclion with the group.
Qualified property acquisitions
The formation of a joint venture by a qualified issuer and a qualified connected
person to make a qualified property acquisition is exempt from shareholders’
approval requirements if:
(¢)] the project will be single purpose, relating to the acquisition and/or
development of a specific property, and consistent with the purpose
specified in the auction or tender document;

(2) the joint venture arrangement is on an arm'’s length basis and on normal
commercial terms;

(3) the joint venture agreement contains clause(s) to the effect that the joint
venture may not, without its partners’ unanimous consent:
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(a) change the nature or scope of its business, and, if there are
changes, they must be consistent with the scope or purpose
specified in the auction or tender document; or

(b)  enter into any transactions which are not on an arm’s length basis;
and

4) the independent board committee and independent financial adviser have
confirmed that:

(a) the acquisition is in the group’s ordinary and usual course of
business; and

(b) the acquisition and the joint venture, including its financing and
profit distribution arrangements, are on normal commercial terms,
are fair and reasonable and in the interests of the issuer and its
shareholders as a whole.

A qualified connected person is a connected person of the qualified issuer solely
because hefit is a substantial shareholder (or its associate) in one or more of the
qualified issuer's non wholly-owned subsidiaries formed to participate in property
projects, each of which is single purpose and project specific. This person may or
may not have representation on the board of the subsidiary/subsidiaries.

The issuer shall announce the transaction as soon as practicable after receiving
notification of the success of the bid by the joint venture. If any details of the
acquisitions or the joint venture required to be disclosed are not available when
the issuer publishes the initial. announcement, it must publish subsequent
announcement(s) to disclose the details as soon as practicable after they have
been agreed or finalized.

WAIVERS

The Exchange may waive any requirements under this Chapter in individual cases,
subject to any conditions that it may impose.

Transactions relating to non-executive directors
The Exchange may waive the circular and shareholders’ approval requirements for
a connected fransaction with a non-executive director of the issuer or its

subsidiaries if:

(1) the transaction is connected only because of the interest of a non-
executive director;

2) the director does not control the group, and his principal business interest
is not the group; and

3) the issuer's auditor or an acceptable financial adviser has given the

opinion that the transaction is fair and reasonable to the shareholders as a
whole.
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Provision of guarantees to connected subsidiaries or commonly held entities

14A.109

14A.110

for public sector contracts awarded by tender

The Exchange may waive ail or some of the connected transaction requirements
for a joint and several guarantee or indemnity provided by the group to a third
party creditor for the obligations of a connected subsidiary or a commonly held
entity if: .

(1) the guarantee/indemnity is required for a government or public sector
contract awarded by tender;

(2) each of the other shareholders of the connected subsidiary or commonty
held entity has given a similar joint and several guarantee or indemnity to
the third party creditor; and

(3) each of the other shareholders of the connected subsidiary or commonly
held entity has agreed to indemnify the group for the liability guaranteed,
or indemnified at least in proportion to its equity interest in the subsidiary
or entity. The issuer must satisfy the Exchange that such shareholder
indemnity is sufficient.

Continuing connected transactions of new applicants

The Exchange may waive the announcement, circular and shareholders’ approval
requirements for continuing connected transactions entered into by a new
applicant or its subsidiaries. The new applicant must disclose in the listing
document its sponsor's opinion on whether the transactions are in the group’s
ordinary and usual course of business, on normal commercial terms, are fair and
reasonable and in the interests of the shareholders as a whole.

Written agreement for continuing connected transactions

14A.110A The Exchange may waive the requirement under rule 14A.34 if the issuer can

demonstrate to the Exchange's satisfaction that it is impracticable or unduly
burdensome for the group to enter into a written agreement for continuing
connected transactions. _Factors which the Exchange will consider include the
issuer’s relationship with the connected person, and the nature of the continuin

connected transactions including whether they are of a revenue nature in the
group's ordinary and usual course of business and the frequency or regularity of
transactions. The issuer must satisfy the following conditions:

1) the issuer must seek a mandate for the transactions from its shareholders

(or_from _its board if.the transactions are exempt from the shareholders’

//W_lmmﬁ X
/(’2) the mandate period must not exceed 3 years;

{3)__ the issuer must comply with all the connected transaction requirements
which are applicable to continuing connected transactions conducted under
a written agreement. The issuer's announcement and, if applicable
circular_must disclose the terms of the mandate which must include a
framework for determining the terms of the transactions; and

{4) the issuer must re-comply with the announcement and shareholders’
approval requirements if it proposes to_renew the mandate or effect a
material change to its terms.
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DEFINITIONS

14A.111  In this Chapter, the following definitions apply:

M

®

©)

(10)
()
(12)

a “30%-controlled company” means a company held by a person who can:

(a) exercise or control the exercise of 30% (or an amount for triggering a
mandatory general offer under the Takeovers Code, or for PRC issuers
only, an amount for triggering a mandatory general offer or establishing
legal or management control over a business enterprise under the PRC
law) or more of the voting power at general meetings; or

(b} control the composition of a majority of the board of directors;

an “associate” has the meaning in rules 14A.08 to 14A.12;

a “banking company” has the meaning in rule 14A.89;

a “closely allied group of shareholders” has the meaning in rule 14.45;

a “commonly held entity” has the meaning in rule 14A 24,

a “connected person” has the meaning in rules 14A.05 to 14A.08;

a “connected person at the issuer fevel' inciudes

(a) a director, chief executive, substantial shareholder of an issuer;

(b) a supervisor of a PRC issuer;’

(c) a person who was a director of the issuer in the last 12 months; or

(d) an associate of any of the above persons;

a “connected person at the subsidiary level’ means a person who is a

connected person only because of the person’s connection with the issuer's

subsidiary or subsidiaries;

a “connected subsidiary” has the meaning in rule 14A.13;

a “connected transaction” has the meaning in rules 14A.22 to 14A.31;

a “continuing connected transaction” has the meaning in rule 14A.31;

a “controller” has the meaning in rule 14A.25(1);

148

14A.10(13)(a)

14A.10(6). (7)

14A.10(6), (7)

14A.10(8)

14A.67

14A.10(9)

(13)

(14)

(15
(16)
)

(18)
(19)

20

@1

(22)

(23)

24
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28)

(27)

(28)

a “deemed disposal’ has the meaning in rule 14.29;

a company is “directly held’ by an individual or an entity means that the
individual or the entity has a direct ownership interest in the company;

a “family member” has the meaning in rule 14A.09(2)(a);
“financial assistance’ has the meaning in rule 14A.21(4),

“financial assistance provided in the ordinary and usual course of
business” means financial assistance provided by a banking company;

a “group” means an issuer and its subsidiaries, or any of them;
an "immediate family member’ has the meaning in rule 14A.08(1)(a);

a company is “indirectly held” by an individual or an entity means that the
individual or the entity has an indirect ownership interest in the company
through (in the case of an individual) his majority controlled company/
companies or (in the case of an entity) its subsidiary/ subsidiaries;

an “insignificant subsidiary” or “insignificant subsidiaries" has the
meaning in rule_14A.06A-14A.09to-14A-104;

an “issuer’ means a company or other legal person whose securities
(including depositary receipts) are listed;

a “majority-controlled company” means a company held by a person who
can exercise or control the exercise of more than 50% of the voting power at
general meetings, or control the composition of a majority of the board of
directors;

“material interest’ in a transaction has the meaning in rules 2.15 and 2.16;
a "monetary advantage” has the meaning in rule 14.12;

“normal commercial terms” are terms which a party could obtain if the
transaction were on an arm’s length basis or terms no less favourable to the
group than terms available to or from independent third parties;
an “option” and terms related to it (including “exercise price’, "
and “expiration”) have the meaning in rule 14.72;

premium”

“ordinary and usual course of business” of an entity means the entity’s
existing principal activities or an activity wholly necessary for its principal
activities;
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(38)

(39)

a “passive investor” has the meaning in rule 14A.103;

“percentage ratios” has the meaning in rule 14.04(9);

a “profit forecast”has the meaning in rule 14.61;

a “PRC Governmental Body” has the meaning in rule 19A.04;

a “qualified connected person” has the meaning in rule 14A.105;

a “qualified issuer" has the meaning in rule 14.04(10B);

a "qualified property acquisition” has the meaning in rule 14.04(10C);

a ‘recognised stock exchange" — a regulated, regularly operating, open
stock market recognised for this purpose by the Exchange;

a “relative” has the meaning in rule 14A.18(1)(a);
a “transaction” has the meaning in rule 14A.21; and

g“tmstees“ has the meaning in rule 14A.09(1)(b) or 14A.10(2).

b
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APPENDIX III: STATISTICAL ANALYSIS OF CONNECTED

TRANSACTIONS ANNOUNCED BY ISSUERS
IN 2011

GV

This appendix analyses connected transactions announced by issuers before and
after changes to the connected transaction Rules in 2010 in the following
aspects:

- Connected transactions subject to announcements and/or sharcholder
approval;

- Nature of connected persons involved in the transactions; and
- Nature of the connected transactions.

Connected transactions subject to announcement and/or shareholder
approval

In 2011, there were 1,877 connected transactions announced by issuers (2009;
2,033), representing a decrease of 8% from 2009. Table 1 below sets out the
number of those connected transactions which were subject to announcement
and/or shareholder approval requirements under Chapter 14A:

Table 1: Connected transactions subject to announcement
and/or shareholder approval requirements

2011 2009
Number % Number %
No. of connected transactions announced
- Subject to announcement only 1,255 66.9% 1195 58.8%
- Subject to announcement and 622 33.1% 838 41.2%

shareholder approval

1,877 100% 100%

No. of issuers involved 584 602
No. of issuers at the beginning of 1413 1.261
the year === —
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3. Table 2 below sets out a breakdown of the connected transactions which were

also notifiable transactions under Chapter 14:

Table 2: Connected transactions which were also notifiable transactions

2011 2009
By notifiable transaction category Number %~ Number Ln'
Share transactions i 0.1% - -
Discloseable transaction 110 5.8% 173 8.5%
Major transaction 56 3.0% 247 12.1%
Very substantial acquisition/ very substantial 31 1.6% 54 2.7%
disposal
Total “"l-;S"“ 10.5% 23.3%

" As a percentage of the lotal connected transactions announced during the year

(B) Nature of the connected persons involved in the transactions

4. Table 3 below shows the nature of connected persons involved in the connected

transactions announced before and after the 2010 Rule changes:

Table 3: Nature of connected persons involved in the connected transactions

the Exchange

Total

100%

2011 2009
By nature of connected persons Number % Number %
Persons connected at the issuer level 1,574 83.8% 1423 70.0%
Persons connected only at the subsidiary level 248 13.2% 507 24.9%
Others:
- Connected subsidiaries 24 1.3% 52 2.6%
- Investment managers/ advisers or 13 0.7% 6 0.3%
custodians of investment companies
- Commonly held entities - - 2 0.1%
- Third parties where the transactions fall 13 0.7% 29 1.4%
under Rule 14A.13(1)(b)
- Third parties deemed to be connected by 5 0.3% 14 0.7%

2,033 100%
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5. Table 4 below provides further analysis of those transactions with persons

connected at the issuer level:

Table 4: Transactions with persons connected at the issuer level

(ii) Nature of the transactions

Capital transactions (e.g. acquisitions,
disposals, financial assistance, etc.)

Revenue transactions

(iii) Compliance with Chapter 14A requirements
Subject to announcement only

Subject to announcement and shareholder
approval requirements

Number

521

%

33.1%

66.9%

100%

%
69.3%

30.7%

100%

* : :
As a percentage of the total connected transactions announced during the year

# The 2010 Rule changes excluded promoters from the definition of connected person.

Number

517

Number

820

2011 2009
(i) Connected person’s relationship with the Number %* Number %*

issuer
Director of the issuer 162 8.6% 152 7.5%
Substantial shareholder of the issuer 1,210 64.4% 1,069 52.6%
Substantiai shareholder (and also director) of 193 10.3% 145 7.1%
the issuer
Chief executive of the issuer - - 11 0.6%
Former director of the issuer within the last 12 9 0.5% 17 0.8%
months
Promoter of the issuer ! - 29 1.4%

1,574 83.8% 1,423 70.0%

%

36.3%

63.7%

100%

%
37.6%

12.4%

100%
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