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OUTLINE OF PART XV
2) 7+( 6(&85,7,(6 $1' )8785(6 25", 1$1&( &%$3 - %6)2°7
DISCLOSURE OF INTERESTS

(Published by the Securities and Futures Commission under section 5(4)(f) of the SFO)

This outline is intended to be a practical guide to the situations in which a notice will have to
be filed under Part XV of the SFO (“Part XV”). However, it is not a Code, a Guideline, or an
exhaustive examination of Part XV nor can it be relied upon as an authoritative legal opinion
on the contents of Part XV!. The disclosure obligations depend upon the facts in each case
and you should seek detailed legal advice if you are in doubt.

There have been some amendments to the statutory framework for Part XV over the last 10
years and this revision is prompted by —

- the change in the definition of “business day” which, since 2012, has excluded
Saturdays;

- the commencement of the Companies Ordinance (Cap. 622) on 3 March 2014 (which
provides that shares in a company incorporated in Hong Kong will have no longer
have a nominal value); and

- the need to address comments and queries received since the publication of the
previous version of this outline in August 2003.

The prescribed forms and other useful materials relating to the disclosure regime under Part
XV are published on our web site at the following address:http//www.sfc. hk/web/EN/rule-
book/sfo-part- xv-disclosure-of- interests/ (Under Rule book/ Securities and Futures Ordinance
Part XV - Disclosure of Interests).

1. INTRODUCTION
1.1 Overview

1.1.1. Part XV replaces the repealed Securities (Disclosure of Interests) Ordinance
(Cap. 396) (“S(DIO™) and seeks to modernize the regime for the disclosure of interests in
securities. The overriding objective of the new disclosure regime is to provide investors in
listed corporations? with more complete and better quality information on a timely basis to
enable them to make informed investment decisions. This includes requiring the disclosure of
information that can affect perceptions of the value of listed corporations.

1.1.2 The regime is also designed to enable investors to identify the persons who
control, or are in a position to control, interests in shares in listed corporations and those who
may benefit from transactions involving associated corporations of listed corporations. It

1 Some commentators have read this outline as if it were a statute and have taken general statements written for
the lay reader as determinative of fine legal points. Care should be taken not to adopt such an approach to the
outline as fine legal points are determined by the words of Part X\, notthe words of this outline.

2 A listed corporation is any corporation that has any of its securities (i.e. shares or other securities) listed on the
Stock Exchange regardless of where the corporation is incorporated.
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brings the disclosure requirements in Hong Kong in line with international and regional
standards while trying to keep the compliance cost low.

1.1.3 Part XV requires corporate insiders to give notice to The Stock Exchange of
Hong Kong Limited (“the Stock Exchange™) and the listed corporation concerned on the
occurrence of certain events :

() Substantial shareholders — that is individuals and corporations who are
interested in 5% or more of any class of voting shares? ina listed corporation —
must disclose their interests, and short positions, in voting shares of the listed

corporation; and

(i) Directors and chief executives of a listed corporation must disclose their
interests, and short positions in any shares in a listed corporation (or any of its
associated corporations) and their interests in any debentures of the listed
corporation (or any of its associated corporations).

1.14 The disclosure requirements apply regardless of whether the substantial
shareholder, director or chief executive is resident in Hong Kong or elsewhere®.

Recent legislative amendments
1.1.5 The Companies Ordinance (Cap. 622) (“CO 2012”) came into effect on 3
March 2014. Section 135 of the CO 2012 stipulates that shares in a company have no nominal

value. As the disclosure obligations of substantial shareholders under Part XV were linked to
the nominal value of their shares, a consequential amendment to Part XV was required.
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1.2 Where can | get the disclosure Forms and where must | file them ?

1.2.1 You can download the DI forms and the Notes, in Chinese and in English,
from HKEx web site which is at https:/sdinotice.hkex.com.hk or the SFC web site at
http ://www.sfc. hk/web/EN/rule-book/sfo-part- xv-disclosure-of-interests/di- notices. html.
Forms are available in Adobe Portable Document format (“PDF”) for printing out and
completion in manuscript or in Microsoft Excel format for completion offline using the Excel
program. You may file a notice using either format. There is also a hyper-link from the HKEx
web site Home Page (_http://www.hkex.com.hk/ ) to the site for downloading notices and
filing. Go to the HKEx Home Page and click “For investors” then “Disclosure of Interests”
which can be found immediately under the principal heading “HKExnews Website”. Then
click “Download and Submit DI Forms”. For further details on the forms, and the places that
they must be filed, please see paragraphs 4.2 and 4.6 below.

1.2.2 If you have difficulties with downloading the forms from the SFC web site
please send an email describing the problem that you have experienced to enquiry@sfc.hk If
you have difficulties with downloading the forms from one of the HKEXx web sites please send
an email describing the problem that you have experienced to DI-Filings@ hkex.com.hk

1.3 Where can | see the information filed with the Stock Exchange under Part XV ?

1.3.1 The key objective of the disclosure regime is to give investors in listed
corporations with more complete and better quality information on a timely basis to enable
them to make informed investment decisions. Details of all notices filed with the Stock
Exchange under Part XV can be found on the HKEx web site. Go to the HKEx Home Page
(http:/Awww. hkex.com.hk/) and click “For investors” then “Disclosure of Interests” which can
be found immediately under the principal heading ” “HKExnews Website”..

1.4 Defined terms

14.1 Unless otherwise stated all references to section numbers in this outline are
references to sections of the SFO. Terms that are defined in section 308 of the SFO and
Schedule 1 to the SFO have the same meaning in this outline. A listed corporation is any
corporation whose securit
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2. DUTIES OF SUBSTANTIAL SHAREHOLDERS

2.1 :KDW LV PHDQW E\ DQ SLQWHUHVW”™ LQ VKDUHYV "
2.1.1 Substantial shareholders only have to disclose their interests in “voting shares”
of a listed corporation — not all types of shares. Shares that are “voting sharesl” are shares of a
class that carry a right to vote in all circumstances at general meetings of a listed corporation.
They also include unissued shares which, if issued, would have such rights. Voting shares of a
corporation listed in Hong Kong refers to all classes of shares and would normally include “A
shares”, “B shares” and “H shares” as well as “Ordinary shares” as these all normally carry a
right to vote in all circumstances at general meetings of a listed corporation. For ease of
reference we will use the term “shares” instead of “voting shares” when describing the
obligations of substantial shareholders in this Outline — unless it is necessary to use t
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(vi)  All persons who have agreed to act in concert to acquire interests in shares in
the listed corporation, if you are a party to the agreement (the rules are
complicated and legal advice should be sought).

2.2.2 You must also count as your short position any short positions that such
persons and trusts have. This may create a short position (if you do not have a short position
already) or increase the size of your short position.

2.2.3 Where two or more persons are interested in the same shares they must each
make separate disclosures of their interests. For example, if you control A Ltd. which holds
6% of the shares of a listed corporation and A Ltd. buys a further 1% then you, your spouse
and A Ltd. should all file separate notices (disclosing that you are each interested in 7% of the
shares of the listed corporation).

2.2.4 A trust company or corporation that is a trustee has the same duty of disclosure
as a trustee who is an individual.

2.2.5
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(D)
(i)

(iii)

2.3.2

giving a person rights, options or interests in, or in respect of, the underlying
shares;

giving a person rights, options or interests in, or in respect of the rights, options
or interests arising under a contract or financial instrument referred to in
paragraph (i); and

whose price or value is calculated wholly or partly by reference to the price or
value, or a change in the price or value, of the underlying shares or any rights,
options or interests in the underlying shares.

Hence contracts or financial instruments such as those immediately below are

all covered by the term “equity derivatives” -

(i)

(ii)
(i)
(iv)
(v)

(vi)
(vii)

warrants, callable bull bear contracts and other structured products;

convertible bonds, exchangeable bonds and other equity linked instruments
(equity linked deposits, funds, notes, certificates or other securities);

American Depositary Receipts (“ADRs”) and Hong Kong Depositary Receipts
(“HDRs”);

stock options and stock futures;

over-the-counter (“OTC”) forwards, options or swaps;

a derivative over another equity derivative; and

credit derivatives that have reference obligations or deliverable obligations
which are exchangeable or convertible bonds,

regardless of whether they are physically settled, by delivery of the underlying shares, or cash

settled®
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“European Style Cash Settled Call Warrants 2001-2002 relating to ordinary shares of
HK$10.00 each in XYZ Ltd. issued by ABC Investment Bank”,

the “underlying shares” are ordinary shares of HK$10.00 each in XYZ Ltd.
In the case of an option to purchase :

“Convertible bonds issued by XYZ Ltd. paying 5% interest p.a. and giving the holder
a right to acquire ordinary shares of HK$10.00 each in XYZ Ltd. at a price of HK$2
per share”,

even though the price of the option is partly determined by the coupon and partly by the
conversion rights the “underlying shares” are ordinary shares of HK$10.00 each in XYZ Ltd.

2.3.4 If you hold, write or issue financial instruments such as derivatives you will be
taken to be interested in the underlying shares and these interests must be added to your other
interests to determine your disclosure obligations. However, if the transaction in derivatives
was between members of a wholly owned group of companies no duty of disclosure would
arise (see paragraph 2.12.9).

2.3.5 When filing a DI notice you are required to disclose your interest in shares of
listed corporations - not interests in instruments creating those interests. Hence the details
should relate to the underlying shares. For example, if 100 ADRs are worth 150 shares you
should disclose an interest in 150 shares not 100 ADRs.

Public offers

2.3.6 The underwriter of a public offer of shares will have an interest in the shares
which are to be offered even though they are unissued. Depending upon the terms of the
underwriting agreement each member of the underwriting syndicate may be taken to be
interested in all shares to be issued or a defined number of shares. However, on an initial
public offer, the interest will not be notifiable until the corporation concerned has any of its
securities listed on the Stock Exchange (see paragraph 1.4.1) as it will not be a “listed
corporation” until that point. If the underwriter has an option to require the original
shareholders to sell more shares than originally planned if the offering is over-subscribed
(known as an “over allotment option” or a “greenshoe option”) this option will be an equity
derivative and the underwriter(s) must disclose their long positions under this option on listing
of the corporation. Disclosure is also required when the option is exercised or expires.

2.3.7 An “over allotment option” or a “greenshoe option” are usually coupled with a
securities borrowing and lending agreement (“SBL agreement”) under which the original
shareholders agree to lend shares to the underwriter(s). The duties of the borrower and the
lender of shares if the corporation is already listed are examined in paragraph 2.13 but, if the
SBL agreement is entered into before shares in the corporation are listed, a duty of disclosure
arises at the point that the corporation becomes listed (see s.310(2)(a)). It should be noted that
the exemption for wholly owned subsidiaries and their holding companies is not available
when a duty of disclosure arises under s.310(2) or (3) (i.e. an initial notification - see
paragraphs 2.7.2 and 2.12.9.1)
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2.3.8 When completing a disclosure form you are asked to give further information
in respect of derivative interests. In particular, you are asked to select a code describing the
derivatives. The codes that apply to derivatives are set out in Table 4 of the directions and
instructions for completing each form. If the derivatives are listed or traded on the Stock
Exchange or the Hong Kong Futures Exchange Limited you should choose code 401 or 402
depending on whether the derivatives are physically settled (i.e. shares are delivered on
exercise of the derivative) or cash settled (cash is paid on exercise). If the derivatives are not
listed then code 403 or 404 should be used. All warrants currently listed on the Stock
Exchange are cash settled.
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2.4.3 We take the view that when a listed company allots shares or issues an
instrument under which it agrees to allot shares, or grants an option over its own unissued
shares, it is not taking a position in its own shares, short or long, it is simply issuing or
agreeing to issue the shares. If the listed company does not have a short position then the
controller of the listed corporation is not deemed to have a short position under s.316.

2.5 How many shares am I taken to be interested in if I hold equity derivatives ?

2.5.1 The number of shares in which you are taken to be interested, or have a short
position, if you hold, write or issue financial instruments such as equity derivatives is for
example :

(i) the number of shares that may have to be delivered to you, or by you, on the
exercise of rights under the derivatives;

(i)  the number of shares by reference to which the amount payable under the
derivatives is derived or determined; or

(iii)
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2.5.4. We understand that paragraph 2.5.2 of the August 2003 version of the outline
has been read to mean that a person need not file a notice if he cannot determine the precise
number of shares in which he is taken to be interested (or have a short position) through an
equity derivative — even though it is clear that this interest will bring the total number of shares
in which he is interested to more than 5%, or cause his total interest to cross a whole
percentage level above 5%. We have adjusted the text of paragraph 2.5.2 to explain the
requirements of the SFO. We would also like to clarify that if an equity derivative gives a
person an interest in 5% or more of the shares of a listed corporation, or causes his interest to
cross a whole percentage level above 5%, he comes under a duty of disclosure under s.310 of
the SFO. The question of the precise number of shares that he should state on the form, as
required by s.326(1)(b) or (c), is a separate issue and does not detract from the duty of
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2.6.3.1 You cannot net off any short position that you have against your long position.
The percentage figure of each must be calculated separately. This principle applies equally to
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percentage level of its interest as this would be double counting — transactions between
corporations which are both members of the same group of companies do not increase or
reduce the number of shares that the ultimate holding company must report.

2.6.12 There may be a change in the nature of a corporation’s interest as a result of
transactions between corporations which are both members of the same group of companies.
Under s.313(13)(v) there is normally no change in the nature of a holding company’s interest
in shares due to intra-group transfers between wholly owned corporations. However this
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have a notifiable interest and a short position that is notifiable immediately
after the reduction).

2.7.2 A notification of relevant events (vii) and (viii) is referred to as an “Initial
Notification”. In the case of an Initial Notification the time allowed for filing a notice is 10
business days as opposed to 3 business days in the case of the other relevant events.

2.7.3 Relevant event (iv) may not always give rise to a duty to give a notification.
The change in the nature of your interest is not required to be reported if the percentage level
of your interest that has not changed, and the percentage level of your interest at the last
notification given by you are both the same. For example, if you have an interest in 5.6% of
the shares of a listed corporation and lend 0.5% the percentage level of your interest that has
not changed is 5.0% (i.e. 5.6% less 0.5% equals a percentage figure of 5.1% which is then
rounded down to a percentage level of 5.0%) and no notification need be made. However, if
you have an interest in 5.6% of the shares of a listed corporationand lend 1.0% the percentage
level of your interest that has not changed is 4.0% (i.e. a percentage figure of 4.6% rounded

down to a percentage level of 4.0%55(ng)63(e)7(d(e)7(1)91)-62(1)91(e)-55(naT1 0 0 1 238.8 529.22 74m[g|[(
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2.1.7 As the disclosure obligation arising following a share repurchase, or
placement, does not arise from your having bought or sold any shares (or there being a change
in the nature of any shares that you hold) you need only complete column 1 of the box entitled
“Details of relevant event” (e.g. Box 14 of Form 1). You need not state in this box the
capacity in which you held any shares, the number “bought/sold or involved” or the
consideration.

Changes in the percentage level of a short position

2.7.8 In relation to paragraphs 2.7.1 (v) and (vi) you should note that you only have
to make a disclosure as a result of your short position passing through the 1% percentage level
or a higher percentage level if you also have a notifiable interest (i.e. a 5% long position). You
are not required to make a disclosure if there is a change in the percentage level of your short
position but do not have a “notifiable interest”. Hence if your short position rises from 5% to
6% but you still only have a 3% long position you will not be required to file a DI notice.

Disclosure of short positions when a company is first listed

2.7.9 If you have a 5% long position in shares of a company when it is first listed then
(1) you come under a duty of disclosure; and (2) when you fill in the form you will have to
disclose details of your interest in the shares and also any short position that you have.
However, if you do not have a notifiable interest, the existence of a short position will not of
itself prompt a duty of disclosure on first listing of a company - even if your short position is
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2.7.12 If you are a beneficiary under a will you should file a notice (if you will acquire an
interest in 5% or more of the shares of a listed corporation) when you first become aware that
you are a beneficiary and are told of the number of shares that you will inherit. You should
also file a notice disclosing a change in the nature of your interest after the
executor/administrator transfers the interest in the shares to you (and they represent a
notifiable interest).

2.7.13 When the executor/administrator transfers the interest in the shares to the
person entitled to the estate of the deceased person, the executor/administrator should also file
a notice that he has ceased to be interested in the shares.

Liguidation of a corporation

2.7.14 Similarly, if a winding-up order is made in respect of a corporate substantial
shareholder this does not give rise to a duty of disclosure by the corporation. However, the
liquidator or provisional liquidator will acquire an interest in shares in which the corporation
was interested at the date of the winding-up order and should file a notice giving his name and
adding “as [provisional] liquidator of [name of the corporation].”

2.7.15 When the liquidator or provisional liquidator transfers the interest in the shares
to the creditors, any creditor acquiring an interest of 5% or more in the shares, and the
liquidator/provisional liquidator should file a notice.

2.7.16 We take the view that you do not come under a duty of disclosure when you
cease to be interested in shares of a listed corporation by virtue only of the fact that the
corporation ceases to be a listed corporation (i.e. if you remain interested in the shares of the
corporation). However, if you cease to be interested in the shares of the listed corporation
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derivatives change on the exercise by him, or against him, of rights under the equity
derivatives (see s. 313(13)).

2.9.2

The most common situations in which there will be a change in the nature of a

person’s interest in shares, including shares which are the underlying shares of equity
derivatives, are :

(1)
(ii)
(i)

(iv)

v)

(vi)
(vii)

(viii)

When a person grants or exercises rights under equity derivatives (whether
physically or cash settled);

When a person has rights under equity derivatives (whether physically or cash
settled) exercised against him;

where a person lending shares under a securities borrowing and lending
agreement, agrees to deliver or delivers the shares to the person borrowing the
shares under the agreement;

where a person lending shares under a securities borrowing and lending
agreement, takes delivery of shares which are returned by the person who
borrowed the shares under the agreement;

where a person enters into a contract for the sale of shares in which he is
interested;

where a person takes delivery of shares from another person;

where a person provides an interest in shares as security or a person returns
shares held as security (releases a security interest)!!;

where steps are taken to enforce a security interest against a person;

20 Revised 22-05-2014



percentage level of your interest at the last notification given by you are both the same 12 and
there is a separate exception where the interest that has not changed fluctuates withina narrow
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definition). Finally, section 322(15) makes it clear that it is immaterial whether the shares in
which a person has an interest or short position are unidentifiable.

2.9.10 It has also been suggested that where the particular shares to be sold under a
contract, or which are the underlying shares of equity derivatives, are “unspecified” then there
will be no change in the nature of a person’s interest in the shares. We do not agree. Section
322(15) makes it clear that it is immaterial whether the shares in which a person has an
interest or short position are unidentifiable. See also the definition of “underlying shares”
which applies whether in any case the underlying shares are issued or unissued. Accordingly,
the disclosure obligations and exemptions would apply equally to interests (and short
positions) in unissued shares.

2.10 What price/consideration must I disclose and how do I calculate this ?

2.10.1 In the DI forms you are asked for details of the relevant event. This is the
event that triggers the Notice. The details that you must give relate to the shares bought/sold
or involved at the time of the relevant event — not the shares which you already had. Where
the relevant event is prompted by a transaction that forms part of a series of transactions
effected on the same day, the details of the relevant event that you give should relate to all
shares in which you acquired an interest, ceased to have an interest or the nature of your
interest changed on that day as a result of that series of transactions.

Sales and purchases of shares

2.10.2 If an on-exchange transaction prompts disclosure the highest price per share
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average price/highest price and average consideration/nature of consideration must all be
given.

Transactions where no consideration need be stated
2.10.5 If the transaction that prompts disclosure is :

(i) a change in the nature of your interest in shares (e.g. a securities borrowing and
lending transaction);

(i) a transaction in derivatives; or

(iif)  achange in a short position,

the highest price per share and the average price per share (average amount and nature of the
consideration for off-exchange trades) need not be disclosed!®.

Example

2.10.6 We have set out below an example of how to complete Box 14 of Form 1.
Assume that you already own 4,500,000 shares in the listed corporation or 4.5% of the shares
in issue. On 315 December 2003 you purchased (through the Stock Exchange) 400,000 shares
for HK$800,000 and 100,000 shares for HK$210,000 (all shares to be held beneficially)
increasing your total shareholding to 5%. As the two transactions are a series of transactions
on the same date the details of the relevant event that you give in Box 14 should relate to the
purchase of 500,000 shares (the order for 400,000 shares plus the order for 100,000 shares).
You should complete Box 14 in the following manner. The Codes to be used are described in
the directions and instructions for completing each form.

14. Details of relevant event

Relevant event  Code describing Number of Currency
code describing  capacity in whichshares sharesbought/ of
circumstances were/ are held (see soldor

(see Table 1) Table 2) involved

Before
relevant
event
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someone else. In the Notes to the prescribed forms there is a table which sets out all of the
common types of capacities and you are asked to choose the capacity in which you are
interested in shares, and enter an appropriate code on the form.

The capacity in which you held the shares that gave rise to the relevant event

2.11.2 Firstly, in the box entitled “Details of relevant event” you are asked to state the
capacity in which you were acting when you bought or sold the shares which gave rise to the
duty to file a notice (or there was a change in the nature of your interest). If you sold shares,
the capacity relates to the capacity in which you held the shares that were sold i.e. you should
complete the column labeled “Before the relevant event”. If you purchased shares you should
complete the column labeled “After the relevant event”. If there was a change in the nature of
your interest you should complete both.

2.11.3 Normally, a single transaction will take your interest from, say, 5.9% to 6.1%
and it is the capacity in which you acted in relation to that single transaction that must be
disclosed. However, if you are a financial institution conducting a range of transactions on any
day you should isolate the transaction, or series of transactions, that gave rise to the duty of
disclosure and enter the capacity in which you acted in that transaction or series of
transactions. Hence, if you are acting in multiple capacities on any one day you should
identify the series of transactions that gave rise to the disclosure obligation. If your asset
management division purchased 10,000,000 shares in one day in 10 trades, and your trading
desk borrowed 5,000,000 shares the same day in 5 transactions then you would identify
whether the 10,000,000 series of transactions or the 5,000,000 series of transactions promp ted
the disclosure obligation and then choose capacity code 202 or 201 accordingly.

The capacity in which you held all of the shares in which you were interested.

2.11.4 In a separate box on the form labeled “Capacity in which interests in Box [ ]
are held”, you are asked to state the capacity in which you held all of the shares in which you
had an interest (a short position) immediately after the relevant event. You may, for example,
hold 80% of the shares beneficially and the rest ontrust. In this case you would enter the code
for beneficial owner on one line and the code for “trustee” on the next row and then give the
number of shares held in each capacity in the next column. If you hold a single block of
shares in more than one capacity you should select the code which you think best describes
your circumstances.

2.12 Exemptions and interests that are disregarded

2.12.1 A number of exemptions have been created where it was felt that disclosure
would be of little informational value to investors. Hence
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Event :

1)

2)

3)

“/DVW QRWLILFDWLRQ"

(1) @) 3) 4) () (6) ) (8)

You buy 6.1% of a listed corporation. This is not a “last notification” as it was
not made under s.313(1)(c).

You sell 0.3% and the percentage figure of your interest passes though the 6%
level. This is notifiable as the previous notice was given when first crossing
the 5% threshold and does not count as a “last notification”. (Note : If the
percentage level of your interest after the next transaction was the same as, or
less than, the percentage level after this transaction (5.8%) then this transaction
would qualify as a “last notification” meaning that the next transaction would
qualify for the de minimis exemption. In the event the next transaction resulted
in an increase in the percentage level of your interest (to 6.2%) and accordingly
the elements in paragraph 2.12.6.1(i) are not satisfied and the exemption is not
available.)

You buy 0.4% passing through the 6% level. This is notifiable. It does not
qualify for the de minimis exception because the percentage level of your
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of you interest after the transaction is within 0.5% of the “Last Notification” i.e.
6.2%.

(6) Yousell 0.8%. This is exempt. All the conditions for the
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(i) the difference between the percentage figure disclosed in the last notification
and the percentage figure of the shares in which his interest has not changed (at
all times subsequent to the last notification) is less than 0.5% of the issued
share capital (of the same class) of the listed corporation concerned.

2.12.8.3 The example below is similar to that in paragraph 2.12.6. However, when there
IS a change in the nature of your interest, the total number of shares in which you are
interested remains fixed whilst the shares in which your interest is unchanged is shown as the
dark part of each column.

“/DVW QRWLILFDWLRQ"

7
! 6.6 66 6.6 66
o 6.3% 6.3%
o 6.2 6.2
s 6.1
c Y Borrowed
] 6 T c8 5.9% 5.8% — shares
5 . returned
o 5.6%
5 T T T T T T T
N N N E NN E N N

Event: 1) 2) 3) 4) ®) (6) (7) (8)

]

Percentage of interest that is unchanged 5.9% 6.3% 5.8% 56%  5.6%

2.12.8.4 In this example, assume that —

Q) You buy 6.1% of a listed corporation. This purchase is notifiable as your
interest has crossed the 5% threshold.

@) You sell 0.3% and the percentage figure of your interest passes though the 6%

level. This is notifiable as the previous notice was given when first crossing the
5% threshold and does not count as a “last notification”.
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3)
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2.12.8.5 Please note that for the purposes of the de minimis exemption the notification
of the previous transaction (the 5.6% transaction) does not qualify as a “last notification”
because it was due to a change in the nature of your interest reportable under s.313(1)(d). The
de minimis exemption is not available again until you notify the percentage figure of your
interest crossing a percentage level — a notification under s.313(1)(c). Even if you remained in
the 5% band instead of crossing back up to 6%, further changes in the nature of your interest
which stay within the 5% band (i.e. 5% -62()] TIETBThe
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and A must file 2 notices as it is (1) taken to have ceased to have an interest in the shares held
by B and (2) also taken to have acquired an interest in 6% of the shares through the option
held by C (see. s.313(11)).

2.12.9.8 The topic of how the group exemption affects the obligation to disclose
changes in the nature of an interest is covered in paragraph 2.13.18 below — in the context of
securities borrowing and lending where the issue principally arises. The principle is that
transactions between corporations that are members of a group need not be disclosed whilst
transactions between members of the group and third parties must be disclosed.

2.12.9.9 Both long and short positions resulting from transactions with third parties will
give rise to a reporting obligation in the normal way if the result is that either crosses a
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2.12.10.5 When there is a rights issue you will become interested in shares that have not
yet been issued (the rights shares) whilst the number of shares in issue remains the same. If
the formula in paragraph 2.6.5 was used the percentage figure of your interest would rise after
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(i) to the extent that the controlled corporation has any right or power to vote in
respect of those shares, such right or power is exercisable by the controlled
corporation independently without any reference to its holding company or any
company in the same group; and

(i)  when performing its functions as an investment manager, custodian or trustee,
the power of the controlled corporation to invest in, manage, deal in or hold
interests in those shares is exercised by the controlled corporation
independently without any reference to its holding company or any corporation
in the same group.

Hence the exemption does not apply to a trustee or custodian unless its “principal” business is
holding shares on behalf of customers — in practice investment managers. It does not apply to
persons merely holding shares on trust. The term “independently without any reference to” the
holding company or related corporation means that the exemption is not available if there is
any dialogue with the holding company concerning the shares or, in the case of an investment
manager, if the holding company sets the investment parameters within which the investment
manager must operate.

2.12.11.2 As the conditions necessary to qualify for this exemption are set out in the SFO
it is up to the holding company seeking to take advantage of the exemption to satisfy itself
that it meets the conditions set out in s.316(5). It will be a question of fact in every case
whether the requirements of s.316(5) are met and continue to be met. If you are a holding
company that wishes to rely upon this exemption you should keep suitable records to support
your claim.

2.12.11.3 The term “investment manager” is defined in s.316(7) to mean —

(i) a corporation licensed or registered in Hong Kong for the regulated activity of
asset management and is authorized to manage investments in securities for
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2.12.12 Bare trustees.

2.12.12.1 The interest of a bare trustee is disregarded. However, to be a bare trustee the
trustee must have no duties to perform in respect of the interest in the shares except to
convery or transfer that interest to the persons entitled to hold it. A bare trustee into whose
name an absolute owner transfers shares is sometimes called a nominee. This must be
distinguished from the situation where trustees vest shares in a nominee in order to facilitate
share dealings. Such a person is in effect an agent of the trustees?® and must disclose his
interest in the shares. A custodian trustee is not a bare trustee, as he is not a mere name or
“dummy” for the trustees or for the beneficiaries?*. A custodian may be entitled to take
advantage of the disregard for an exempt custodian interest. The vendor of unascertained
shares still retains an interest in shares prior to completion of the sale — he is not a bare trustee
for the purchaser. If the purchaser does not pay the purchase price and sale is not completed
the vendor has the right to sell the shares to another person — the vendor is not required to deal
with the interest solely in accordance with the instructions of the purchaser and therefore
cannot be holding the shares as a bare trustee2®,

2.12.13 An exempt custodian interest.

2.12.13.1 If an interest in shares is held by a corporation which carries on a business of
holding securities in custody for another person, whether on trust or by contract, and the
corporation has no authority to exercise discretion in dealing in the interest in shares, or in
exercising rights attached to the interest then that interest is disregarded (see s. 323(1)(b) and

@3)).

2.12.13.2 If a bank retains a discretionary right to set off any other obligations/liabilities
of a client against any securities held in custody for that client the bank will not satisfy the
requirement in $.323(3)(b) that the corporation "has no authority to exercise discretion in
dealing in the interest, or in exercising rights attached to the interest”. Similarly, the
exemption is not available if a bank retains the discretionary right to take up or retain
unclaimed or fractional dividends (cash and/or scrip). The custodian exemption is not
establishing a new wide exemption for custodians. It is intended to parallel the regime for a
"bare trustee"” - simply extending the bare trustee exemption to custodians by contract (before
the bare trustee exemption only applied to custodians who were trustees).

2.12.14 Discretionary trusts.
2.12.14.1 The interest of a beneficiary of a discretionary trust in shares held by trustees

of the discretionary trust is disregarded (see s. 323(1)(a)(iii)) unless he is also a director of the
listed corporation concerned.

23 Hanbury & Martin - Modern Equity 16t ed. 72. notes 67 and 69
24 Snell’s Equity 30t ed. 124 note 42
25 pennington, Company Law, 8th ed., 439
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2.12.15 Collective investment schemes, pension and provident fund schemes, qualified
overseas schemes.

2.12.15.1 This disregards the interests in shares of listed corporations, held by certain
schemes, of a holder of a unit or a share in the scheme and a trustee or custodian of the
scheme. The schemes that enable the holder, trustee or custodian to qualify for this exemption
are an authorised collective investment scheme, certain pension or provident fund schemes,
and a qualified overseas scheme (see s. 323(1)(c) and (5)). A qualified overseas scheme must
be established in a place outside Hong Kong recognized for the purposes of s.323(5) by the
SFC by notice published in the Gazette?®.

2.12.15.2 It should be noted that the interest of the manager of the scheme is not
disregarded (even if he is also a holder, trustee or custodian, see s.323(4)) and his interest
must still be disclosed.

2.12.15.3 If a person is the holder of units in a unit trust that does not satisfy s.323(1)(c)
(or the trustee or custodian of such a unit trust) he will have to disclose an interest in all shares
in which unit trust is interested. This is because the unit holder has an undivided share in the
whole portfolio of the unit trust.

2.12.16 Exempt security interests.

2.12.16.1 This enlarges the previous exemption under the repealed S(DI)O that
disregards an “exempt security interest”. An interest in shares is an exempt security interest if
it is held by a qualified lender by way of security only for the purposes of a transaction
entered into in the ordinary course of business as such a qualified lender (see s. 323(1) (f) and
(6)). Under s. 308 the term "qualified lender” is defined to include an authorized financial
institution, an authorized insurance company, an exchange participant of a recognized
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(i)  the qualified lender is authorized to carry on business as a bank, an insurance company
etc. in Hong Kong or under the law of a recognized place; and
(iii)
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repos. The essence of the difference is that in each case the secured creditor obtains
title to the securities, not a limited security interest.”

2.12.16.7 A broker providing margin financing will not be required to notify interests in
shares in respect of collateral that you pledge with it by way of security in the ordinary course
of its broking business. This is because a “qualified lender” includes “an intermediary
licensed to deal in securities or securities margin financing.” However if the broker re-pledges
the shares to another institution, the interest is no longer “held by the qualified lender by way
of security only” and the broker will have to disclose this interest.

2.12.16.8 A qualified lender will not be taken to have acquired an interest in the shares
held as security simply because the shares are held in its account with CCASS (which requires
the transfer of the shares into the name of the HKSCC Nominee) or held in its account with a
bank nominee company. It is the interest in the shares which has to be held by way of security
only to qualify for the exemption, not the shares themselves.

2.12.17 Transient interests of dealers in securities.

2.12.17.1. There is no general exemption for intermediaries (e.g. dealers and brokers).
However, the interest in shares of an intermediary, licensed or registered for dealing in
securities, is disregarded where the interest is acquired by the intermediary for not more than
3 business days, as an agent only for the purposes of transactions entered into for principals of
the intermediary who are not related corporations of the intermediary. Clearly, where the

41 Revised 22-05-2014



2.13  Securities borrowing and lenGLQJ 36%/°

2.13.1 The regime for SBL transactions is different to the general disclosure regime.
Again, the following is merely a brief summary.

The borrower

2.13.2 The borrower of shares is normally required to disclose the borrowing and
return of shares if the percentage figure of his interest passes through a percentage level 0of5%
or higher. This is because he acquires an interest in the shares when he borrows them and
ceases to have an interest in the shares when he returns them to the lender. The borrower may
take advantage of the de minimis exemption if the elements necessary for that exemption are
satisfied. However, the initial borrowing of shares also creates a “short position” (i.e. the
obligation to return the shares) for the borrower and this must be disclosed separately when he
gives a notification (see the definition of “short position” in s. 308). In certain circumstances
the interest of the borrower of shares may be disregarded if he is a “regulated person” (see
below).

The lender

2.13.3 The position of a stock lender is more complex. The lending of stock gives rise
to a duty of disclosure because there is a change in the nature of an interest in shares when
they are lent and returned. A loan of 1% or more of the shares of a listed corporation by a
substantial shareholder will always give rise to a disclosure obligation (unless the SBL Rules
apply — see further below). A loan of up to 1% will not give rise to a disclosure obligation if
after the transaction the percentage level of his interest in his other shares ( i.e. those which
have not been lent) remains at the same level as at the time of the last notification given by
him. For this purpose the last notification could be a notification under s. 313(1)(a), (c) or (d)
(see s. 313(8)(a)). Note that the de minimis exemption discussed at paragraph 2.12.8 may
also be available.

The Securities and Futures (Disclosure of Interests - Securities Borrowing and Lending)
5XOHV [ 1 RBE%/ 5X0OHV" DQG ohXhe Grite@d fQrhpproval of
lending agents

2.13.4
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in place of the disclosure obligations that may arise when there is a change in the nature of an
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remaining circumstances where disclosure is not required are when shares are lent from the
lending pool and returned to the lending pool (see paragraphs (c) and (d) of section 5(3)).

2.13.8 The effect of these provisions is that loans from the lending pool operated by
an ALA, and returns of shares to the lending pool, are not required to be disclosed. However
if shares are added to the lending pool or removed from the lending pool a disclosure
obligation arises under s.5(4) of the SBL Rules. The disclosure forms must be completed in
accordance with the Notes to the forms and these require that disclosures arising under s.5(4)
of the SBL Rules are separately identified in the disclosure forms. The size of the lending
pool must be disclosed and appropriate codes must be inserted when completing the form.

2.13.9 The SFC has published Guidelines on the criteria for approval of lending
agents as ALAs and the conditions that ALAs must observe. These conditions prevent the
ALA from lending shares, from the lending pool, to companies that are members of the same
group of companies as the ALA or placing shares that it holds for those companies in the
lending pool. The conditions apply regardless of whether the group member is an investment
manager managing a fund for another or is borrowing shares for a third party. The term
“members of the same group” includes any person that is a controlling entity of the ALA
(defined in Schedule 1 of the SFO) and any subsidiary of a controlling entity of the ALA.
Equally, shares in which the ALA is interested, otherwise than as lending agent, are not
eligible for the exemption. A list of corporations that have been approved as “approved
lending agents™ is posted on the SFC’s web site on the Part XV web page under “Rule book /
Securities and Futures Ordinance Part XV — Disclosure of Interests”.

2.13.10 The term “lending pool” in this paragraph 2.13 comprises :

(i) shares that the ALA holds as agent for a third party which he is authorized to
lend under a lending agreement that meets the requirements of the SBL Rules;
and

(i) shares that have been lent by the ALA only if the right of the ALA to require
the return of the shares has not been extinguished.

2.13.11 Provided that there is a suitable agreement in place, a custodian may transfer

shares from its custody pool to its lending pool (to be held as agent rather than as custodian)
and those shares can beco
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wholly owned subsidiary. In the following example corporation A has 2 wholly owned
subsidiaries B and C. If B lends shares to C there is no disclosure obligation as the loan is
between members of a wholly owned group of companies. However, if C lends the shares to a
third party outside the group, the normal rules apply — there is a change in the nature of the
interest of C in the shares which must be disclosed by the holding company A.

100% 100%

6%

2.13.19 The conditions attaching to approval of an ALA mean that corporations that
are members of a group can lend through another member of the group that is an ALA - but
the shares so lend do not qualify for an exemption under the SBL Rules. In the example
above, if B lends shares to C (who is an ALA) there is no disclosure obligation as the loan is
between members of a wholly owned group of companies. However, when the shares are lent
by C to a third party, there is a change in the nature of C’s interest in the
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Third Party Corp.B Corp.C Corp.D Holding Company A Third Party
Lender Buyer
Day 0 L34 - - - - -
Day 1 L - - - Interest of Corp. B is disregarded and -
Disclose change in therefore holding company A is not
nature of interest deemed to havean interest.
Day 2 L - - - Interest of Corp. C is disregarded. -
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Day 2
2.13.24 Corporation B lends the shares to corporation C, a related corporation that is

also a regulated person. Corporation C intends to on lend the shares within 5 business days
and accordingly its interest is also provisionally disregarded under s.7 of the SBL Rules. As
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interest of 12% (i.e.2 x 6%) because each of B and C are interested in 6% - the number and
proportion of shares in which the ultimate holding company has an interest does not enlarge
as the number of companies in the chain increases. Equally A’s interest is not reduced to
1.04% (i.e. 6% x 35% x 51%) because it controls only 51% of the shares in B and B only
controls 35% of the shares in C - the number and proportion of shares in which the ultimate
holding company has an interest does not reduce as the number of companies in the chain
increases.
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3. DUTIES OF DIRECTORS AND CHIEF EXECUTIVES
3.1  What interests are directors and chief executives required to disclose ?

3.11 The duties of directors and chief executives (referred to hereafter simply as
“directors™) are more extensive than those of substantial shareholders, reflecting their greater
involvement in the management of the affairs of the listed corporation. Directors have to
disclose interests in 4 main categories:

(1 Interests and short positions in any shares of the listed corporation of which
they are a director — not simply voting shares;

(i) Interests and short positions in shares of any “associated corporation” of the
listed corporation;

(iif)  Interests in debentures of the listed corporation of which they are a director;
and

(iv)  Interests in debentures of any associated corporations of the listed corporation
of which they are a director.

3.1.2. In addition there is no 5% disclosure threshold similar to that set for substantial
shareholders — directors have to disclose all dealings even if they have an interest, or a short
position, in asmall number of shares or debentures.

3.1.3 The term “director” is defined widely and includes a shadow director and any
person occupying the position of director by whatever name called. The term “shadow
director” means a person in accordance with whose directions or instructions the directors of a
corporation are accustomed or obliged to act.

3.2 :KDW LV DQ 3SDVVRFLDWHG FRUSRUDWLRQ" "
3.2.1 An “associated corporation” is :

(i) a holding company of the listed corporation.

(i)  asubsidiary of the listed corporation.

(i)  a subsidiary of the listed corporation’s holding company (e.g. a fellow
subsidiary).
(iv)
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participate beyond a specified amount on a distribution of either profits or capital);
or
(b) it is a subsidiary of a corporation which is the other corporation’s subsidiary.”

Subsection (2) further enlarges the definition.

3.2.3 The term “holding company” is defined in Schedule 1 to the SFO in the
following terms relying heavily on the extended meaning of subsidiary:

“holding company”, in relation to a corporation, means any other corporation of which it is a
subsidiary;

3.2.4 Aninterest in more than 20% of the issued shares ofany class of the share capital of a
corporation is normally a direct interest in the shares of the associated corporation. However,
as a listed corporation is taken to be interested in any shares that a controlled corporation has
in any associated corporation (see s. 344(3) & (4)), if a listed corporation has a controlled
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spouse is herself or himself a director or chief executive of the listed corporation concerned a
director need not aggregate her or his interest (see s.344). It is important to note that s.344(1)
does not relieve a substantial shareholder of the duty to aggregate the interest of his spouse
and any child under the age of 18 when making a disclosure under Divisions 2, 3 and 4.
Section 344(1) only applies to disclosure obligations of directors arising under Divisions 7, 8
and 9 of Part XV. If a notice is filed when acting in both capacities you should include in the
notice any interest (and short position) that your spouse and any child of yours under the age
of 18 has.

3.6 KDW DUH GHULYDWLYH LQWHUHVWY DQG 3XQGHUO\LQJ

3.6.1 If you hold, write or issue financial instruments such as derivatives you will be
taken to be interested in the underlying shares and these interests must be disclosed. What has
been said in respect of substantial shareholders in relation to derivative interests and interests
in underlying shares (see paragraph 2.3) also applies to directors.

3.7 :KDW DUH PHDQW E\ WKH WHUPV 30RQJ SRVLWLRQ DQG
3.7.1 What has been said in respect of substantial shareholders in relation to long

positions and short positions (see paragraph 2.4) also applies to directors. In particular you

must not net off long positions and short positions but must disclose these separately in the

disclosure form.

3.8 How many shares am | taken to be interested in if I hold derivatives ?

3.8.1 What has been said in respect of substantial shareholders in relation to the

number of shares in which you are taken to be interested under derivatives (see paragraph 2.5)

also applies to directors.

3.9  When do | have to give a notice ?

3.9.1 A director has to file a notice on the occurrence of certain events, called
“relevant events”. These events vary depending on whether the interest is an :

(i) interest, or a short position, in shares of the listed corporation;
(i) interest, or a short position, in shares an associated corporation of the listed
corporation;

(iif)  interest in debentures of the listed corporation; or
(iv)  interest in debentures of an associated corporation of the listed corporation.

Interests in shares of listed corporation
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3.9.4

In the case of interests in shares of an associated corporation of the listed

corporation of which you are a director or chief executive and any “short position” (explained
in paragraph 3.7 above) the relevant events include :

(i)
(i)
(i)
(iv)
(v)
(vi)
(vii)

When you become interested in the shares of the any associated corporation of
the listed corporation.

When you cease to be interested in such shares.

When you enter into a contract to sell any such shares.

When an associated corporation grants you a right to subscribe for shares in the
associated corporation, or such rights are exercised or assigned.

When the nature of your interest in such shares changes (e.g. on exercise of an
option).

When you come to have, or cease to have, a short position in the shares of an
associated corporation.

If you have an interest, or have a short position, in shares of an associated
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shares of an associated corporation through a controlled corporation other than the listed
corporation, or if he is taken to have such an interest because his spouse or child under the age
of 18 is interested in the shares. Where a duty of disclosure arises in such circumstances the
interests held through the listed corporation as well as other interests must be disclosed in the
notice.

3.9.7.2 If you are interested in shares of an associated company which has no share
capital (as is common with PRC companies) you must still complete a notice but where you are
asked to state the number of issued shares and the percentage of shares that you hold p lease
insert the figure “0”.

Interests in debentures of the listed corporation

3.9.8 In the case of interests in debentures of the listed corporation of which you are a
director or chief executive the relevant events include :

(i) When you become interested in the debentures of the listed corporation.

(i) When you cease to be interested in such debentures.

(ii)  When you enter into a contract to sell any such debentures.

(iv)  When you assign any right granted to you by the listed corporation to subscribe
for such debentures.

(v)  When the nature of your interest in such debentures changes.

(vi)  If you have an interest in debentures of a listed corporation at a time when it
becomes a listed corporation.

(vii)  Ifyou have an interest in debentures of a listed corporation when you become a
director or chief executive of that corporation.

3.9.9. A notification of relevant events (vi) and (vii) is an “Initial Notification” so that
the time allowed for filing a notice is 10 business days as opposed to 3 business days in the
case of the other relevant events. However, in the case of an Initial Notification directors are
required to specify the highest price and average price per unit of the debentures for interests in
debentures acquired on-exchange within 4 months prior to the date of the relevant event and, in
the case of interests acquired off-exchange, the average consideration per share and the nature
of the consideration (using codes from the table of common types of consideration in the Notes
to the form). In the event that you are interested in convertible bonds you will have an interest
in shares of the listed corporation (inaddition to your interest in debentures) and must also file
a notice on form 3A in addition to form 3C.

Interests in debentures of associated corporations +

3.9.10 In the case of interests in debentures of an associated corporation of the listed
corporation of which you are a director or chief executive the relevant events include :

(i) When you become interested in the debentures of the associated corporation.

(i)~ When you cease to be interested in such debentures.
(ii)  When you enter into a contract to sell any such debentures.
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(iv)  Whenanassociated corporation grants you a right to subscribe for debentures of
the associated corporation, or such rights are exercised or assigned.

v) When the nature of your interest in such debentures changes.

(vi)  If you have an interest in debentures of an associated corporation of a listed
corporation at a time when it becomes a listed corporation.

(vii)  If you have an interest in debentures of an associated corporation when you
become a director or chief executive of that corporation.

(viti) If you have an interest in debentures of an associated corporation when it
becomes an associated corporation.

3.9.11 A notification of relevant events (vi) to (viii) is an “Initial Notification” so that
the time allowed for filing a notice is 10 business days as opposed to 3 business days in the
case of the other relevant events. However, in the case of an Initial Notification directors are
required to specify the highest price and average price per unit of the debentures for interests in
debentures acquired on-exchange within 4 months prior to the date of the relevant event and, in
the case of interests acquired off-exchange, the average consideration per share and the nature
of the consideration (using codes from the table of common types of consideration in the Notes
to the form). In the event that you are interested in convertible bonds you will have an interest
in shares of the associated corporation (in addition to your interest in debentures) and must also
file a notice on form 3B in addition to form 3D.

[Paragraph 3.10 concerned disclosure obligations on commencement of the SFO. It has
been deleted from this revision of the outline as it is spent.]

311 Whatis PHDQW E\ 3SWKH QDWXUH RI \RXU LQWHUHVW LQ VK

3.11.1 There will be a change inthe QDW XUH RI D S HrikssROMMA the@ W HUH V
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v) where a director enters into a contract for the sale of shares in which he is
interested;

(vi)  where adirector takes delivery of shares from another person;

(vii)  where a director provides an interest in shares as security or a person returns
shares held as security (releases a security interest)4?;

(viii) where steps are taken to enforce a security interest against a director;

(ix)  where adirector declares a trust over shares that he continues to hold;

(X) where shares held in a (non-discretionary) trust are distributed to a director who
is a beneficiary of the trust.

3.11.2 However, in the case of directors there are only 3 circumstances in which there
IS not taken to be a change in the nature of a person’s interest (see. S. 341(5)) :

(N on delivery of the shares or debentures to him, if his equitable interest in those
shares or debentures is notifiable, or has previously been notified to the listed
corporation concerned and the relevant exchange company, under any provisions of
Part XV requiring disclosure by directors;

(i) due to a change in the terms on which rights under any equity derivatives may be
exercised resulting froma change in the number of the underlying shares in issue;
and

(i) where another person, being a qualified lender, comes to have an interest in his
shares or debentures by way of security.

3.11.3
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(iv)  rights to subscribe for debentures; or
v) on the exercise or assignment of those rights so granted,

then the director must also disclose -

(@) the price (or consideration) paid or received for the grant of those equity
derivatives/debentures or those rights; or

(b) (if the rights are being exercised or assigned) the price (or consideration)
paid or received on the exercise or assignment of those right,

and, if there is no price paid or received, the figure “0” should be stated.
3.13.7 This consideration need not be disclosed in the box entitled “Details of relevant
event”. Ineach of the forms for directors there is a separate box (e.g. Box 18 of Form 3A) for

disclosure of consideration if the derivatives/debentures are granted by the listed corporation
of which
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The capacity in which you held all of the shares in which you were interested.

3.14.3 In a separate box on the form labeled “Capacity in which interes