QUESTIONNAIRE ON CORPORATE WVR BENEFICIARIES

We invite interested parties to respond to the Consultation Paper on Corporate WVR
Beneficiaries (“Consultation Paper”), which can be downloaded from the HKEX website at:
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-
Present/January-2020-Corporate-WVR/Consultation-Paper/cp202001.pdf

This Questionnaire contains the Privacy Policy Statement; Part A: General Information of the
Respondent; and Part B: Consultation Questions.

All responses should be made in writing by completing and returning to HKEX both Part A and
Part B of this Questionnaire no later than Friday, 1 May 2020 by one of the following methods:

By mail or Hong Kong Exchanges and Clearing Limited
hand delivery to: 8th Floor, Two Exchange Square

8 Connaught Place

Central

Hong Kong

Re: Corporate WVR CP

By fax to: (852) 2524-0149

By e-mail to: response@hkex.com.hk

Please mark in the subject line:

“‘Re: Corporate WVR CP”

Our submission enquiry number is (852) 2840-3844.

The names of persons who submit comments together with the whole or part of their
submissions may be disclosed to members of the public. If you do not wish your name to be
published please indicate so in Part A.

Definitions

The terms used in Part B of this questionnaire are defined in the “Definitions” section of the
Consultation Paper.


https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/January-2020-Corporate-WVR/Consultation-Paper/cp202001.pdf
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Privacy Policy Statement

Hong Kong Exchanges and Clearing Limited, and from time to time, its subsidiaries (together
the "Group") (and each being "HKEX", "we", "us" or "member of the Group" for the purposes
of this Privacy Policy Statement as appropriate) recognise their responsibilities in relation to
the collection, holding, processing, use and/or transfer of personal data under the Personal
Data (Privacy) Ordinance (Cap. 486) ("PDPQO"). Personal data will be collected only for lawful
and relevant purposes and all practicable steps will be taken to ensure that personal data held
by us is accurate. We will use your personal data which we may from time to time collect in
accordance with this Privacy Policy Statement.

We regularly review this Privacy Policy Statement and may from time to time revise it or add
specific instructions, policies and terms. Where any changes to this Privacy Policy Statement
are material, we will notify you using the contact details you have provided us with and, where
required by the PDPO, give you the opportunity to opt out of these changes by means notified
to you at that time. Otherwise, in relation to personal data supplied to us through the HKEX
website or otherwise, continued use by you of the HKEX website or your continued relationship
with us shall be deemed to be your acceptance of and consent to this Privacy Policy Statement,
as amended from time to time.

If you have any questions about this Privacy Policy Statement or how we use your personal
data, please contact us through one of the communication channels set out in the "Contact
Us" section below.

We will take all practicable steps to ensure the security of the personal data and to avoid
unauthorised or accidental access, erasure or other use. This includes physical, technical and
procedural security methods, where appropriate, to ensure that the personal data may only be
accessed by authorised personnel.

Please note that if you do not provide us with your personal data (or relevant personal data
relating to persons appointed by you to act on your behalf) we may not be able to provide the
information, products or services you have asked for or process your requests, applications,
subscriptions or registrations, and may not be able to perform or discharge the Regulatory
Functions (defined below).

Purpose

From time to time we may collect your personal data including but not limited to your name,
mailing address, telephone number, email address, date of birth and login name for the
following purposes:

1. to process your applications, subscriptions and registration for our products and services;

2.  to perform or discharge the functions of HKEX and any company of which HKEX is the
recognised exchange controller (as defined in the Securities and Futures Ordinance
(Cap. 571)) ("Regulatory Functions");

3.  to provide you with our products and services and administer your account in relation to
such products and services;

to conduct research and statistical analysis;

to process your application for employment or engagement within HKEX to assess your
suitability as a candidate for such position and to conduct reference checks with your
previous employers; and

6. other purposes directly relating to any of the above.



Direct marketing

Where you have given your consent and have not subsequently opted out, we may also use
your name, mailing address, telephone number and email address to send promotional
materials to you and conduct direct marketing activities in relation to HKEX financial services
and information services, and financial services and information services offered by other
members of the Group.

If you do not wish to receive any promotional and direct marketing materials from us or do not
wish to receive particular types of promotional and direct marketing materials or do not wish
to receive such materials through any particular means of communication, please contact us
through one of the communication channels set out in the "Contact Us" section below. To
ensure that your request can be processed quickly please provide your full name, email
address, log in name and details of the product and/or service you have subscribed.

Identity Card Number

We may also collect your identity card number and process this as required under applicable
law or regulation, as required by any regulator having authority over us and, subject to the
PDPO, for the purpose of identifying you where it is reasonable for your identity card number
to be used for this purpose.

Transfers of personal data for direct marketing purposes

Except to the extent you have already opted out we may transfer your name, mailing address,
telephone number and email address to other members of the Group for the purpose of
enabling those members of the Group to send promotional materials to you and conduct direct
marketing activities in relation to their financial services and information services.

Other transfers of your personal data

For one or more of the purposes specified above, your personal data may be:

1. transferred to other members of the Group and made available to appropriate persons
in the Group, in Hong Kong or elsewhere and in this regard you consent to the transfer
of your data outside of Hong Kong;

2. supplied to any agent, contractor or third party who provides administrative,
telecommunications, computer, payment, debt collection, data processing or other
services to HKEX and/or any of other member of the Group in Hong Kong or elsewhere;
and

3.  other parties as notified to you at the time of collection.
How we use cookies

If you access our information or services through the HKEX website, you should be aware that
cookies are used. Cookies are data files stored on your browser. The HKEX website
automatically installs and uses cookies on your browser when you access it. Two kinds of
cookies are used on the HKEX website:

Session Cookies: temporary cookies that only remain in your browser until the time you leave
the HKEX website, which are used to obtain and store configuration information and
administer the HKEX website, including carrying information from one page to another as you



browse the site so as to, for example, avoid you having to re-enter information on each page
that you visit. Session cookies are also used to compile anonymous statistics about the use
of the HKEX website.

Persistent Cookies: cookies that remain in your browser for a longer period of time for the
purpose of compiling anonymous statistics about the use of the HKEX website or to track and
record user preferences.

The cookies used in connection with the HKEX website do not contain personal data. You
may refuse to accept cookies on your browser by modifying the settings in your browser or
internet security software. However, if you do so you may not be able to utilise or activate
certain functions available on the HKEX website.

Compliance with laws and regulations

HKEX and other members of the Group may be required to retain, process and/or disclose
your personal data in order to comply with applicable laws and regulations or in order to comply
with a court order, subpoena or other legal process (whether in Hong Kong or elsewhere), or
to comply with a request by a government authority, law enforcement agency or similar body
(whether situated in Hong Kong or elsewhere) or to perform or discharge the Regulatory
Functions. HKEX and other members of the Group may need to disclose your personal data
in order to enforce any agreement with you, protect our rights, property or safety, or the rights,
property or safety of our employees, or to perform or discharge the Regulatory Functions.

Corporate reorganization

As we continue to develop our business, we may reorganise our group structure, undergo a
change of control or business combination. In these circumstances it may be the case that
your personal data is transferred to a third party who will continue to operate our business or
a similar service under either this Privacy Policy Statement or a different privacy policy
statement which will be notified to you. Such a third party may be located, and use of your
personal data may be made, outside of Hong Kong in connection with such acquisition or
reorganisation.

Access and correction of personal data

Under the PDPO, you have the right to ascertain whether we hold your personal data, to obtain
a copy of the data, and to correct any data that is inaccurate. You may also request us to
inform you of the type of personal data held by us. All data access requests shall be made
using the form prescribed by the Privacy Commissioner for Personal Data ("Privacy
Commissioner") which may be found on the official website of the Office of the Privacy
Commissioner or via this link: https://www.pcpd.org.hk/english/publications/files/Dforme.pdf

Requests for access and correction of personal data or for information regarding policies and
practices and kinds of data held by us should be addressed in writing and sent by post to us
(see the "Contact Us" section below).

A reasonable fee may be charged to offset our administrative and actual costs incurred in
complying with your data access requests.


https://www.pcpd.org.hk/english/publications/files/Dforme.pdf

Termination or cancellation

Should your account or relationship with us be cancelled or terminated at any time, we shall
cease processing your personal data as soon as reasonably practicable following such
cancellation or termination, provided that we may keep copies of your data as is reasonably
required for archival purposes, for use in relation to any actual or potential dispute, for the
purpose of compliance with applicable laws and regulations and for the purpose of enforcing
any agreement we have with you, for protecting our rights, property or safety, or the rights,
property or safety of our employees, and for performing or discharging our functions,
obligations and responsibilities.

General

If there is any inconsistency or conflict between the English and Chinese versions of this
Privacy Policy Statement, the English version shall prevail.

Contact us

By Post:

Personal Data Privacy Officer

Hong Kong Exchanges and Clearing Limited
8/F., Two Exchange Square

8 Connaught Place

Central

Hong Kong

By Email:
DataPrivacy@HKEX.COM.HK
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Part A General Information of the Respondent

(1) Please state whether your response represents your personal or your company/entity’s
view by checking (M) the boxes below and filling in the information as appropriate:

X Company/Entity view

Asia Securities Industry & Financial Markets Association

Company/Entity name®:  \sjEma) - sell side

Company/Entity  type*: [] HKEX Participant [] Accounting Firm
[] Corporate Finance Firm/ [_] Investment Manager
Bank
[Law Firm X Professional body /

Industry association

[] Listed Company [ ] Other
Contact person*: Mr Lyndon Chao
Title: Managing Director, Head of Equities and Post Trade
Phone no.*: 2531 6550 Email address: Ichao@asifma.org

[ ] Personal view

Respondent’s full name*:  Mr/Ms/Mrs

Phone no.*: Email address:

Among the following, please select the one best describing your position*:
[] Listed company staff [_] HKEX participant staff [ ] Retail investor

[] Institutional investor  [_] Other

Important note: All fields marked with an asterisk (*) are mandatory. HKEX may
use the contact information above to verify the identity of the respondent.
Responses without valid contact details may be treated as invalid.




(2) Disclosure of identity

HKEX may publish the identity of the respondent together with Part B of this response to

the members of public. Respondents who do not wish their identities to be published
should tick the box below:

[ ] I/We do not wish to disclose my/our identity to the members of the public.

Signature (with Company/Entity Chop if the response represents company view)



Part B Consultation Questions

Please reply to the questions below that are raised in the Consultation Paper downloadable
from the HKEX website at: https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-
Consultations/2016-Present/January-2020-Corporate-WVR/Consultation-
Paper/cp202001.pdf. Please indicate your preference by ticking the appropriate boxes.

Where there is insufficient space provided for your comments, please attach additional pages.
We encourage you to read all of the following questions before responding.
1. Do you agree, in principle, that the Exchange should expand the existing WVR regime

to enable corporate entities to benefit from WVR provided that they meet appropriate
conditions and safeguards?

X  Yes
[] No

Please give reasons for your views. If your agreement is conditional upon particular
aspect(s) of the proposed regime being implemented, please state what those aspect(s)
are.

We wish to clarify at the outset that all responses to this questionnaire only represent
the sell-side view of ASIFMA.

The sell-side view of ASIFMA is generally supportive of permitting corporate entities
to benefit from WVR as long as appropriate safeguards are included. This is mainly
to increase the competitiveness of Hong Kong as a listing destination, particularly to
attract listings from new economy companies and to broaden the range of
investment opportunities for investors.

Based on the various safeguards set out in the consultation paper, in practice, only
companies with very high market capitalisation (mostly in the technology industry)
may be able to benefit from the new regime. The benefits associated with increasing
Hong Kong's competitiveness as a financial hub, especially since corporate WVR
beneficiaries are permitted in the US and Singapore, are expected to outweigh the
risks involved considering the proposed safeguards to be put in place.

However, we wish to point out that some of our members on the sell-side have
expressed concerns whether corporate WVR beneficiaries should be permitted in
the first place and questioned whether the intended benefits of WVR structures are
justifiable. In this connection, we note that the Exchange has highlighted a number
of common concerns relating to corporate WVR beneficiaries in Chapter 3 of their
consultation paper.

2. Do you agree that a corporate WVR beneficiary must be either the Eligible Entity or a
wholly owned subsidiary of the Eligible Entity?

X Yes
[] No


https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/January-2020-Corporate-WVR/Consultation-Paper/cp202001.pdf
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/January-2020-Corporate-WVR/Consultation-Paper/cp202001.pdf
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/January-2020-Corporate-WVR/Consultation-Paper/cp202001.pdf

Please give reasons for your views. In your response, you may propose additional or
alternative measures to the ones discussed in the Consultation Paper.

Given the various risks involved with extending WVR to corporate beneficiaries,
certain safeguards (as proposed in a number of questions set out in this
guestionnaire) should be in place to limit the circumstances in which corporate WVR
structures can be used. We believe the proposals in the consultation paper generally
strike a sensible balance by providing a degree of flexibility in terms of corporate

structures to hold WVR shares while limiting the scope of persons who can direct the
voting of WVR shares.




Recognising that, with at least a 30% economic interest, the corporate WVR
beneficiary would be regarded as having “de facto control” of the relevant listing
applicant even without WVR and would be considered a Controlling Shareholder under
both the Listing Rules and the Takeovers Code, the Exchange has proposed a
minimum shareholding requirement for a corporate WVR beneficiary to own at least
30% of the economic interest in the listing applicant.

(@) Do you agree with the proposed requirement for a corporate WVR beneficiary

to own at least 30% of the economic interest in the listing applicant and be the
single largest shareholder at listing?

[] VYes
XI No

Please give reasons for your views.

We believe a minimum economic interest should be imposed, even though there is
no such requirement in the US. This is especially the case since
individual WVR beneficiaries must collectively hold at least 10% of the
underlying economic interest in the WVR issuer.

However, we believe the Exchange should reconsider what the minimum economic
interest should be, looking at the corporate WVR regime as a whole.
In particular:

- It is noted that a corporate WVR beneficiary must have held an economic interest
of at least 10% in the listing applicant prior to listing (see Question 6).
There are practical difficulties for corporate WVR beneficiaries to
increase its shareholding from 10% to 30% before the IPO.

- A 30% requirement would mean that the corporate WVR beneficiary is a controlling
shareholder, meaning that they have de facto control. This would
defeat the main purpose of WVR — holding less than a controlling stake
yet benefitting from outsized voting power — making the Hong Kong
regime unattractive for potential corporate WVR beneficiaries.

- The main purpose of granting WVR to corporates is to recognise that their
contribution to the WVR issuer is just as important as the contribution
from certain individuals. Individual WVR beneficiaries are only
required to collectively hold at least 10% of the underlying economic
interest in the WVR issuer, and each vote may have up to 10 times
voting rights — to impose a 30% requirement on corporates, especially
with only 5 times voting rights (also see our response to Question 7),
appears disproportionate and puts potential corporate WVR
beneficiaries at a disadvantage, which would make the Hong Kong
regime very uncompetitive compared with the US regime.

(b) Do you agree that a corporate WVR beneficiary’s shares should lapse if it fails
to maintain at least a 30% economic interest on an ongoing basis?

X Yes
[] No

10



Please give reasons for your views.

As mentioned in our response to Question 3(a), although we believe a minimum
economic interest should be imposed, we urge the Exchange to re-consider the 30%
minimum economic interest requirement in light of our concerns.

Assuming that the minimum economic interest is set below 30%, we believe corporate
WVR beneficiaries should be required to maintain holding the minimum economic
interest on an ongoing basis, otherwise its WVR should lapse. If there was no such
requirement, this may lead to corporate WVR beneficiary structures becoming more
widespread, as this may attract listings from companies with potential corporate WVR
beneficiaries that plan to sell down its stake in the listed issuer in future.

The Listing Rules should also clarify whether the remaining individual WVR
beneficiaries need to convert some of their respective WVR shares (so that the
percentage of their respective voting rights remain the same as before the lapse in
corporate WVR beneficiaries), or if an alternative arrangement applies, once the
corporate WVR lapses because the corporate entity is no longer holding the minimum
economic interest required in the WVR issuer. We believe the approach should be
consistent with whatever approach that is adopted in Questions 30 and 31 for
consistency reasons.

(a) If your answer to Question 3(a) is “no”, do you propose a different economic interest
in order for the applicant to benefit from WVR and, if so, what this should be?

XI  Yes
[] No

If so, please state these conditions/requirements.

Please refer to our response to Question 3(a). We believe the minimum economic
threshold should ideally be set at no more than 10%, to align it with the requirements
for individual WVR beneficiaries.

(b) Do you believe that any other conditions and requirements should be imposed if a
lower economic interest threshold is allowed?

[] Yes
X No

If so, please state these conditions/requirements. Please give reasons for your views.
In your response, you may propose additional or alternative measures to the ones
discussed in the Consultation Paper.

11



Do you agree with the proposed exception from the Rules to permit an issuance of
shares on a non-pre-emptive basis to a corporate WVR beneficiary without
shareholders’ approval if the below conditions are satisfied?

(@)

(b)
(©)

(d)

X
[]

The subscription is solely for the purpose and to the extent necessary to allow
the corporate WVR beneficiary to comply with the 30% economic interest
requirement;

such shares do not carry WVR;

the subscription will be on the same terms or better (from the perspective of the
listed issuer) as the original issuance that triggered the need for the corporate
WVR beneficiary to subscribe for additional shares in order to comply with the
30% economic interest requirement; and

the subscription price paid by the corporate WVR beneficiary for the anti-
dilution shares is fair and reasonable (having regard, among other things, to
the average trading price of the listed issuer’s stock over the preceding three
months).

Yes

No

Please give reasons for your views. If your answer to Question 5 is “no”, and you
agree with the requirement for the corporate WVR beneficiary to hold at least 30% of
economic interest in the issuer on an ongoing basis, what alternative measures would
you propose to enable such minimum economic interest to be maintained on an
ongoing basis? In your response, you may propose additional or alternative measures
to the ones discussed in the Consultation Paper.

12



We believe the conditions proposed are sensible, however, we would like to suggest
some drafting improvements:

1. Condition (a) should be drafted in a way to make it clear that such issuances are
only permitted to ensure that the corporate WVR beneficiary can hold the minimum
economic interest but no more than that (condition (a) is currently drafted in a way
which suggests that a percentage higher than the minimum economic interest may
be possible, which we believe is not the intention).

2. Clarify the drafting of condition (c) above — if a subscription is on the "same terms
or better (from the perspective of the listed issuer)", does it simply mean a higher
subscription price, or are there other factors that the Exchange would like to take into
account?

3. Set out in more detail what would be considered to be a "fair and reasonable”
subscription price (condition (d) above) e.g. the subscription price cannot be a certain
percentage lower than the average trading price in the last 3 months. The Exchange
should specify the methodology that should be adopted in order to demonstrate the
reasonableness of the subscription price, so that the market understands what the
expectations and requirements are.

Do you agree with the proposed requirement that a corporate WVR beneficiary must
have held an economic interest of at least 10% in, and have been materially involved
in the management or the business of, the listing applicant for a period of at least two
financial years prior the date of its application for listing?

XI  Yes
[] No

Please give reasons for your views. If your answer to 6 is “no”, do you agree that a
historical holding requirement should be imposed? If so what alternative threshold or
holding period would you propose?

In your response, you may propose additional or alternative measures to the ones
discussed in the Consultation Paper.

In respect of the 10% economic interest requirement, please refer to our response in
Question 3.

(@) Do you agree that the maximum ratio of weighted votes permitted for shares of a
corporate WVR beneficiary should be lower than the maximum ratio permitted for
individual WVR beneficiaries?

[] Yes

13



X No

Please give reasons for your views.
Please refer to our response to Question 7(b).

(b) Do you agree that this ratio should be set at no more than five times the voting
power of ordinary shares?

[] Yes
X No

If not, what is the maximum ratio that you would propose? Please give reasons for your
views. In your response, you may propose additional or alternative measures to the
ones discussed in the Consultation Paper.

We urge the Exchange to reconsider the ratio cap, together with the minimum
economic interest requirement (see Question 3) as a package.

Generally speaking, the practice in the US is to have a cap of 10 times, including for
technology companies (whether or not the WVR holders are individuals or
corporates). This recognises that not only individuals, but also corporates, may have
provided exceptional contribution to the WVR issuer, and that their contributions are
equally recognised.

To align with market practice, we strongly believe that the proposed cap should be
raised from 5 times to 10 times. To impose a cap lower than 10 times for corporate
WVR beneficiaries would make the Hong Kong regime very uncompetitive, as
potential corporate WVR beneficiaries would choose to pick the US as the listing
venue for the WVR issuer. This is especially the case since the proposed Hong Kong
regime is, overall speaking, more restrictive than the US regime.

In summary, the Exchange recognises that the synergistic benefits of the ecosystem
and the strategy and vision of the leader in developing the ecosystem may be difficult
for a listing applicant to replicate on its own or with other business partners; and that
this provides a basis for the listing applicant to determine that it is in its interest to issue
WVR shares to the lead company within the ecosystem in order to reinforce its own
role within the ecosystem. Accordingly, the Exchange has proposed that a corporate
WVR beneficiary should be required to demonstrate its contribution through the
inclusion of the listing applicant in its ecosystem in order to benefit from WVR. Do you
agree with the Exchange’s proposal in relation to the ecosystem requirement?

XI  Yes
[] No

Please give reasons for your views.

14



We believe this proposal justifies the expansion of the WVR regime, as corporate
WVR beneficiaries are able to bring demonstratable benefits of an ecosystem to the
issuer on an ongoing basis. However, we would suggest the Exchange to reconsider
what constitutes an "ecosystem" (see our response to Question 9 below).

Do you agree with the required characteristics of an ecosystem as set out below:

(@)

(b)

(©)

(d)

a community of companies (which includes the listing applicant) and other
components (which may be non-legal entities such as business units of the
corporate shareholder, user or customer bases, applications, programs or other
technological applications) that has grown and co-evolved around a technology
or know-how platform or a set of core products or services, owned or operated
by the prospective corporate WVR beneficiary (for the avoidance of doubt, such
platform or products or services does not need to represent the main business
of the prospective corporate WVR beneficiary);

the components within the ecosystem (including the listing applicant) both
benefit from, and contribute to, the ecosystem by sharing certain data, users
and/or technology (for example, software, applications, proprietary know-how
or patents);

the ecosystem must have attained meaningful scale, which will normally be
measured by reference to indicators such as the number and technological
sophistication of the components connected to the ecosystem, the size of its
(combined) user base, or the frequency and extent of cross-interaction between
the users or customers of different components;

the core components within the ecosystem, and the listing applicant, are in
substance controlled by the corporate WVR beneficiary; and

15



10.

(e) the growth and success of the listing applicant was materially attributable to its
participation in and co-evolvement with the ecosystem; and the applicant is
expected to continue to benefit materially from being part of that ecosystem.

[] Yes
X No

Please give reasons for your views. Please elaborate if you wish to propose an
alternative or additional criteria.

Based on the consultation paper, it appears that a potential corporate WVR
beneficiary would need to fulfil all of the criteria mentioned above in order to be eligible
to hold WVR. If that is indeed the case, we question whether some of the proposed
characteristics are necessary, especially in light of the high market capitalisation
requirement (see Question 15). To include all these characteristics for an
"ecosystem", on top of the high market capitalisation requirement, would mean very
few companies would be able to satisfy these requirements, which raises the question
whether the proposed corporate WVR regime would actually attract candidates to list
in Hong Kong.

Instead of focusing on the "community" aspect of the ecosystem (i.e. criteria (a)), or
trying to set a standard as to when the ecosystem is mature enough to be an
"ecosystem" (i.e. criteria (b) and (c)) (unlike biotech companies, it is hard to find an
objective standard to measure the development of technology companies), we would
suggest the Exchange to focus more on the innovative nature of the corporate WVR
beneficiary and the WVR issuer, as well as the exceptional innovative / technology
contribution from the WVR beneficiary to the WVR issuer. This would enable more
companies to fulfil the "ecosystem" requirement and simplify the regime (as the
Exchange has already set out guidance on what an "innovative company" should be
based on the individual WVR regime).

In addition, some of the criteria set out in the proposals (especially criteria (a) to (c))
are rather vague and its application is highly dependent on the subjective judgment
of the Exchange. We suggest that a formal appeals process be made available to the
listing applicant / potential corporate WVR beneficiary in the event that a potential
WVR beneficiary disagrees with the Exchange's view that it has not fulfilled the

ecosystem requirement.

Are there other circumstances relevant to innovative companies that, in your view,
could either (a) justify granting WVR to a corporate WVR beneficiary; or (b) be required
as a pre-requisite to being granted WVR?

[] Yes
X No

Please give reasons for your views.

16



11.

Do you agree that the corporate WVR beneficiary can be a traditional economy

company provided that it develops a similar ecosystem which can satisfy the eligibility
criteria?

X  Yes
[] No

Please give reasons for your views.

As technology may disrupt traditional businesses, it may be possible for a traditional
economy company to develop ecosystems similar to innovative businesses — in that

case, a traditional economy company is likely to be able to satisfy the requirements
for Innovative Companies on their own merits.

17




12.

13.

If your answer to 8 is “yes”, do you agree that the corporate WVR beneficiary should
be required to provide a contribution to the WVR issuer (e.g. by facilitating the
applicant’s participation in the ecosystem and including the applicant in its vision and
planning for the ecosystem) on an ongoing basis and that its WVR should lapse if the
corporate’s contribution to the WVR issuer is substantially terminated or materially
disrupted or suspended for a period exceeding 12 months?

X  Yes
[] No

Please give reasons for your views.

Unlike individuals, corporate WVR beneficiaries may exist in perpetuity. WVR
structures are justified to be granted to certain individuals or corporates because of
their exceptional contribution to the issuer pre-listing. This exceptional contribution
should continue post-listing, otherwise it would not be aligned with the regime for
individual WVR beneficiaries (e.g. an individual WVR beneficiaries will lose his/her
WVR if he/she is no longer on issuer's board).

For the above reasons, it is sensible to require corporate WVR beneficiaries to
continue providing their exceptional contribution to the WVR issuer post-listing — once
the contribution "connection" is broken, it is hard to justify why the corporate WVR
beneficiary is able to benefit from WVR on a perpetual basis.

However, we are concerned that independent shareholders do not have the
opportunity to challenge whether the contribution provided by the corporate WVR
beneficiary is sufficient — we believe there should be a mechanism in place (e.g. vote
by independent shareholders if a sufficient percentage of independent shareholders
table a resolution on this matter) so that checks and balances are in place to monitor
whether sufficient contribution has been made. This is separate from the right of
independent shareholders to vote on the renewal of the corporate WVR arrangement.

The Listing Rules should also clarify whether the remaining individual WVR
beneficiaries need to convert some of their WVR shares (so that the percentage of
their voting rights remain the same as before the lapse in corporate WVR), or if an
alternative arrangement applies, once the contribution "connection” is broken. We
believe the approach should be consistent with whatever approach that is adopted in

Questions 30 and 31 for consistency reasons.

Are there alternative or additional conditions or requirements that you would propose
for the corporate WVR beneficiary or the WVR issuer on an ongoing basis?

XI  Yes
[] No

Please give reasons for your views.

18



14.

15.

In addition to the existing requirement that issuers need to include the warning that it
is a company controlled through weighted voting rights, the issuers should also
mention whether it has corporate WVR beneficiaries and/or individual WVR
beneficiaries, so that investors are clearly put on notice what the WVR structure is
like.

We also suggest issuers with corporate WVR beneficiaries to include in their annual
and interim reports a description of the ongoing contribution of the corporate WVR
beneficiary (also see response to Question 14(a)).

(@) If your answer to O is “yes”, do you agree that a WVR issuer’s corporate
governance committee should (after making due enquiries) confirm, on a six month
and annual basis, that there has been no termination or material disruption, etc., to the
corporate WVR beneficiary’s contribution to the listing applicant and that this
requirement be set out in the committee’s terms of reference?

X Yes
[] No

Please give reasons for your views.

These matters should be required as a matter of good corporate governance,
particularly in view of the various risks associated with WVR structures.

In addition to the above, the corporate governance committee's terms of reference
should also include a provision requiring the committee members to review and
confirm, on a six month and annual basis, the corporate WVR beneficiary's ongoing

contribution to the WVR issuer.

(b) Alternatively, would you prefer there to be a different mechanism to check that
this requirement is being met?

XI  Yes
[] No

If so, please state what this should be. Please give reasons for your views. In your
response, you may propose additional or alternative measures to the ones discussed
in the Consultation Paper.

Please refer to our response to Question 12.

Balancing the need to ring-fence corporate WVR beneficiary on a fair, rational and
justifiable basis to avoid a proliferation of WVR structures, and the risk that a high
market capitalisation requirement may be seen as creating an uneven playing field, the
Exchange has proposed that a prospective corporate WVR beneficiary must have an
expected market capitalisation of at least HK$200 billion at the time of the WVR
issuer’s listing. Do you agree with the proposed minimum market capitalisation
requirement of HK$200 billion for a prospective corporate WVR beneficiary?
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16.

XI  Yes
[] No

Please give reasons for your views.

Based on paragraph 167 of the consultation paper, there are 297 companies with a
market capitalisation of over HK$200 billion, representing 4% of companies primary
listed in Hong Kong or on a Qualifying Exchange. We also note that paragraph 109
of the consultation paper sets out that more than half of the corporate WVR
beneficiaries had a market capitalisation of more than HK$ 200 billion at the time the
relevant Mainland WVR issuer listed in the US.

Given the risks surrounding corporate WVR beneficiary structures discussed
extensively in the consultation paper and identified by our members, we recognise
the need to limit the number of potential corporate WVR beneficiaries. Based on the
above data, HK$200 billion appears to strike a right balance in terms of setting a gate
keeper for limiting the proliferation of WVR structures in Hong Kong and at the same
time enabling the high-calibre issuer candidates that the Hong Kong market seeks to

attract to adopt a WVR structure.

Do you consider that any exceptions to the market capitalisation requirement should
be provided?

[] Yes
X No

If your answer to this question is “yes”, please explain the reason(s) for your view and
state under what circumstances, and the factors that you consider to be relevant. In
your response, you may propose additional or alternative measures to the ones
discussed in the Consultation Paper.

The HK$200 billion market capitalisation eligibility requirement serves as an important
ring-fencing measure and permitting exceptions to this objective test would run the
risk of corporate WVR beneficiary structures becoming more prevalent over time.

In the event the market capitalisation is set at a much higher level (e.g. HK$300 or
HK$400 billion), it may be arguable that the Exchange may make an exemption for
worthy candidates to hold corporate WVR. However, this creates uncertainty in the
market, and it would be preferable to set the market capitalisation test at a reasonable
level so that it can remain a simple objective test.
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17.

18.

Do you agree with the proposed requirement that to be suitable to benefit from WVR,
a corporate WVR beneficiary must be either: (a) an Innovative Company or (b) have
business experience in one or more emerging and innovative sectors as well as a track
record of investments in, and contributions to, innovative companies?

X  Yes
[] No

Please give reasons for your views.

This strikes a sensible balance between the need to make Hong Kong a more
attractive listing destination (especially for technology companies) and the risks
involved with corporate WVR beneficiary structures.

We note the definition of "Innovative Company" to be applied in the context of
corporate WVR beneficiaries is the same as the one currently used for individual
WVR beneficiaries, which is a positive development as it does not create more
confusion for the market and practitioners.

However, we are of the view that criteria (b) is drafted too broadly, which provides
for too high a degree of subjective judgment to be exercised by the Exchange, and
does not provide much guidance for a non-Innovative Company which may be a
potential corporate WVR beneficiary. We recommend the Exchange to supplement
the application of this criteria with further guidance and provide examples of
circumstances that would fall under this criteria and situations that would not.

In addition, as mentioned in our response to Question 11 above, it may be possible
for a traditional economy company to develop ecosystems similar to innovative
businesses — in that case, the traditional economy company is likely to be able to
satisfy the requirements for Innovative Companies on their own merits. Such

corporate WVR beneficiary should also be suitable to benefit from WVR structure.

Do you agree with the proposed requirement that to benefit from WVR, a corporate
beneficiary must have and maintain a primary listing on the Exchange or a Qualifying
Exchange?

XI  Yes
[] No

Please give reasons for your views. In your response, you may propose additional or
alternative measures to the ones discussed in the Consultation Paper.

We believe this is a key requirement for shareholder protection purposes. We are fully
aware of the various risks involved with corporate WVR beneficiary structures. Given
the downsides, it is important for the corporate WVR beneficiary to be listed, so that
investors in the WVR issuer have a clear picture of the corporate entity holding WVR,
either through regulatory announcements or higher public scrutiny - such protection
would not be afforded to shareholders if the corporate entity holding WVR were a
private entity.

If the corporate WVR beneficiary ceases to be listed on a Qualifying Exchange, its
WVR should lapse permanently.
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19.

Do you agree with the requirement that a listing applicant must not represent more
than 30% of the corporate WVR beneficiary in terms of market capitalisation at the time
of its listing?

L[]l Yes
Xl No
If not, do you prefer an alternative threshold? Please give reasons for your views. In

your response, you may propose additional or alternative measures to the ones
discussed in the Consultation Paper.

We disagree with the Exchange's requirement due to the following concerns:

- The requirement on using market capitalization at the time of listing is difficult to
assess ahead of time and can be affected by unforeseen market fluctuations.
Changes to the market capitalization of the corporate WVR beneficiary prior to the
offering may cause the deal to be unexpectedly delayed or lead to restrictions on
pricing. In addition, as market valuation can vary significantly across industries, a
relatively high market capitalization of the listing applicant in comparison to the
corporate WVR beneficiary would not necessarily be indicative of the size of the listing
applicant’s business relative to the corporate WVR beneficiary’s business. We
propose (i) to use objective historical financial metrics to determine whether the listing
applicant and the corporate WVR beneficiary are distinct listing entities; and (ii) to use
the listing applicant’s contribution to the corporate WVR beneficiary’s assets, net profit
and/or revenue as the relevant criteria, which would be less subjective and more
predictable than market capitalization. It is noted that this approach is adopted for
spin-offs under Practice Note 15.

- We believe there should be more focus on the corporate WVR beneficiary continuing
as an independent standalone entity, rather than restricting the listing applicant at
30% or less of the corporate WVR beneficiary. As a result, we suggest adopting an
approach similar to Practice Note 15.

- If market capitalization is used as the criteria, we believe 30% is a low threshold
which may prevent businesses in high-growth sectors with relatively high average P/E
ratios from listing on the Exchange. This would undercut the purpose of the proposals
to encourage high-growth and new technology companies with high valuations to list
in Hong Kong. We believe this is especially a concern for secondary listings and may
prevent some companies that otherwise would be very attractive listing candidates
from conducting a secondary listing on the Exchange.
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20.

21.

(@) Do you agree with the proposed requirement that at least one director of the
listing applicant must be a Corporate Representative?

X  Yes
[] No

Please give reasons for your views.

This is an important requirement for shareholder protection purposes. We note that
Singapore imposes a similar requirement. Even though the corporate WVR
beneficiary will not owe fiduciary duties toward the WVR issuer, at least the Corporate
Representative will owe fiduciary duties to the WVR issuer on a personal basis.

We would like to suggest that the number of Corporate Representatives required
should be proportionate to the corporate WVR beneficiary's economic interest in the
listed issuer. For example, if there is only 1 Corporate Representative out of 15 board
members in total, the responsibility and accountability of the corporate WVR
beneficiary (albeit indirectly, via the Corporate Representative) would be rather
minimal.

(b) Are there any alternative or additional measures that you would propose to
increase a corporate WVR beneficiary’s responsibility and accountability for
how it exercises its control?

[] Yes
X No

Please give reasons for your views.

A corporate shareholder does not owe fiduciary duties towards the WVR issuer.

Do you agree that the WVR attached to a corporate WVR beneficiary’s shares must
lapse permanently if:

@) the beneficiary no longer has a Corporate Representative on the listed issuer’s
board of directors for a continuous period of 30 days;

(b) the Corporate Representative is disqualified as a director or found unsuitable
by the Exchange as a result of an action or decision taken in his or her capacity
as director of the listed issuer save where the corporate WVR beneficiary is
able to demonstrate to the Exchange’s satisfaction that the action or decision
was taken outside of the authority granted by the corporate WVR beneficiary to
the Corporate Representative; or

(© the corporate WVR beneficiary has been convicted of an offence involving a
finding that the beneficiary acted fraudulently or dishonestly?
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22.

23.

XI  Yes
[] No

If not do you suggest any alternative criteria? Please give reasons for your views. In
your response, you may propose additional or alternative measures to the ones
discussed in the Consultation Paper.

The parameters set out by the Exchange all appear to be sensible. However, we
would suggest the Exchange to further refine the application of criteria (b) and (c).

For criteria (b), in the case where the corporate WVR beneficiary is able to
demonstrate that the Corporate Representative's actions were taken outside the
authority granted by the corporate WVR beneficiary, we suggest to allow another
Corporate Representative to be appointed within 30 days (to align it with criteria (a)).

For criteria (c) , the current drafting makes it unclear what situations it is intended to
address. Is it intended to only capture fraud / dishonesty that is directly related to,
and has a material impact on, the ecosystem, or does it cover other situations as
well? Would the corporate WVR also lapse if the corporate WVR beneficiary was not

judicially convicted with a criminal offence, but had settled claims from class actions?

Do you agree that the Exchange should impose a time-defined sunset on the WVR of
a corporate WVR beneficiary?

XI  Yes
[] No

Please give reasons for your views.

Unlike individuals, corporate entities may exist indefinitely. Given the various risks
associated with corporate WVR beneficiaries, and to protect independent
shareholders from long-term entrenchment, it is sensible to include a time-defined

sunset clause.

If your answer to O is “yes”, do you agree with the proposed maximum 10 year length
of the initial “sunset period”?

XI  Yes
[] No

If not, what length of period would you prefer? Please give reasons for your views.
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24.

25.

Many founders of technology companies tend to be young (e.g. in their 30s or even
younger), and assuming that their natural lifespan is more than 65 years, it is
foreseeable that WVR issuers may have individual WVR beneficiaries for a least a
few decades. When viewed in this context, a 10 year maximum "initial sunset period"
is a reasonable and pragmatic length of time from a shareholder protection point of
view.

(@) Do you agree that the WVR of a corporate WVR beneficiary could be renewed
at the end of the sunset period with the approval of independent shareholders?

X Yes
[] No

Please give reasons for your views.

Please refer to the response to Question 23. lItis likely that individual WVR would last
more than 10 years, so renewing corporate WVR (subject to independent
shareholders' approval) is not unreasonable.

(b) If so, do you agree with the maximum five year length of the renewal period or
would you prefer an alternative renewal period length?

XI  Yes
[] No

Please give reasons for your views.

It is arguable that an extension of 10 years may be acceptable for the first and second
renewal to reflect human lifespan (see response to Question 23). However, in the
long run, since corporates may exist in perpetuity, each extension should not be for
longer than 5 years, so that independent shareholders have a more regular
opportunity to consider this important point.

Do you agree that there should be no limit on the number of times that the WVR of a
corporate WVR beneficiary could be renewed?

XI  Yes
[] No

If not, what is the limit that you would propose? Please give reasons for your views.

We believe this is the right approach as the renewal of the WVR of a corporate WVR
beneficiary is subject to independent shareholders' approval.
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26.

Should the Exchange impose any other requirements on a corporate WVR beneficiary
as of a condition of renewing its WVR?

XI  Yes
[] No

If so, please provide details of the suggested requirement. Please give reasons for

your views. In your response, you may propose additional or alternative measure to
the ones discussed in the Consultation Paper.

We would suggest that issues such as prolonged suspension, qualifications on audit
reports, and sanctions / disciplinary processes would need to be resolved before the
WVR can be renewed by an independent shareholders' vote.
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27.

28.

29.

Do you agree that the Exchange should not restrict an issuer from granting WVR to
both corporate and individual beneficiaries provided that each meets the requisite
suitability requirement?

X  Yes
[] No

Please give reasons for your views.

To do so otherwise would make the Hong Kong WVR regime less competitive -
potential WVR issuers with both potential corporate and individual WVR beneficiaries
would not choose to list here.

Are there any additional measures that you would propose for the WVR beneficiaries
or the WVR issuer to safeguard the interests of the WVR issuer (e.g. prevent a
deadlock) if there were both corporate and individual beneficiaries?

[] Yes
X No

Please give reasons for your views.

Do you agree that where an issuer has both a corporate WVR beneficiary and
individual WVR beneficiaries, the time-defined sunset should only apply to the
corporate WVR beneficiary?

XI  Yes
[] No

Please give reasons for your views.

We acknowledge that many voices in the market, particularly those from corporate
governance associations and institutional fund managers, strongly advocate for a
time-defined sunset clause for individual WVR beneficiaries. However, to apply a
time-defined sunset clause for individuals would make the Hong Kong WVR regime
uncompetitive. We note that the Exchange has already included an "event-based"
sunset in the existing Listing Rules to address these concerns.

However, corporate entities can exist in perpetuity. For this reason, we are supportive
that a time-defined sunset should only be applicable to corporate WVR beneficiaries.
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30.

31.

Do you agree that, in the event that the WVR of the corporate WVR beneficiary falls
away as a result of its time-defined sunset, the individual beneficiary should be required
to convert part of his or her WVR shares into ordinary shares such that the individual
beneficiary will control the same proportion of voting power in the issuer both before
and after the corporate WVR beneficiary’s WVR fall away?

[] Yes
[] No

Please give reasons for your views. In your response, you may propose additional or
alternative measure to the ones discussed in the Consultation Paper.

We have not checked either the "yes" or "no" box as we are proposing a slightly
different approach. We propose that the individual WVR beneficiary not be required
to convert, but at the same time, the individual WVR beneficiary should not be allowed
to control more of a company disproportionately (especially if a ratio of 10 times was
used) just because of a corporate WVR sunset.

We suggest that either (i) the percentage of votes "lost" by the ex-corporate WVR
beneficiary due to the lapse in its WVR or (ii) the extra percentage of voting rights
gained by the individual WVR beneficiary (assuming no conversion), are distributed
among all shareholders. In the case of (i), the distribution would be based on the
shareholders' economic interest; and in the case of (ii), the distribution could be based
on (a) the shareholders' economic interest or (b) the percentage of shares held by
each shareholder after the corporate WVR lapses (assuming no conversion).

Although the calculation methods suggested above is not as simple as a
straightforward "must convert" or "no conversion" scenario, we believe our suggested

approach would result in a fairer outcome.

Do you agree that the Listing Rules need not mandate that, if an individual beneficiary’s
WVR falls away before a corporate WVR beneficiary’s WVR, the corporate WVR
beneficiary should convert part of its WVR shares into ordinary shares such that the
corporate WVR beneficiary will control the same proportion of voting power in the
issuer both before and after the individual beneficiary’s WVR fall away?

[] Yes
[] No

Please give reasons for your views. In your response, you may propose additional or
alternative measure to the ones discussed in the Consultation Paper.
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We have not checked either the "yes" or "no" box as we are proposing a slightly
different approach.

We suggest that, for consistency reasons, the approach taken in this scenario should
be similar to the approach taken in Question 30. We propose that the corporate WVR
beneficiary not be required to convert, but at the same time, the corporate WVR
beneficiary should not be allowed to control more of a company disproportionately.
Please refer to our answer in Question 30 above — references to "individual WVR
beneficiary" and "corporate WVR beneficiary" should refer to "corporate WVR
beneficiary" and "individual WVR beneficiary" respectively.

OTHER CONCERNS:

We would also like to mention some Takeover Code concerns raised by our members
in the event that the WVR of a WVR holder falls away, which may be a disruptive
event for the market and the WVR issuer. We recommend the Exchange and the SFC
to provide further guidance, so that the market may be more prepared in case such a
disruptive event occurs.

In the event of a lapse in WVR, the voting rights held by the remaining shareholders
will likely increase. Depending on the shareholding structure of the WVR issuer and
the facts of the specific case, the mandatory offer obligation (MGO) under Rule 26 of
the Takeovers Code may be triggered by certain shareholders when the WVR of a
WVR holder falls away. Based on the current Takeovers Codes, there appears to be
no exemption to the MGO obligation nor is a "whitewash waiver" applicable in this
scenario. MGO concerns may also arise if the voting rights of WVR shares are
reduced (Listing Rule 8A.16), as the voting rights of the remaining shareholders will
increase.

In this connection, we note that the Singapore Takeovers Code was amended in early
2019 to clarify its application to companies with a dual class shareholding structure,
especially in situations involving (i) the conversion of shares; and (ii) reduction of
voting rights of shares carrying multiple voting rights.

- End -
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