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Dear Members,

The Stock Exchange of Hong Kong Limited
("SEHK") has finally listed the first company
with weighted voting rights structure, not
least a landmark event, and it is a good
example of change to allow for market
development.

The success of any stock market relies on
a fine act of continued balance between
regulation and access to market; between protection of investors
and allowing corporate flexibility. We still remember the US stock
market suffered a slump in listings of overseas companies when the
very stringent Sarbanes-Oxley Act was enacted in the early 2000's.
Companies would always choose a market where they can raise
capital efficiently, enjoy good liquidity, have easy access to market
opportunities without overbearing regulatory constraints. Regulations
that go against these would only stifle market vitality.

As in every market, there are always a small number of ill-intent
market players who carry out activities that may infringe on the
interests of minority investors. Regulators often overreact with more
prohibitive rules but at the expense of legitimate activities, thus
hampering market efficiency and liquidity. The whole market has to
bear the costs because of a disproportionately small number and
quantity of bad apples.

We have seen a successive tightening of rules recently, from the
banning by the SEHK of rights issues, open offers and specific
mandate placings that carry a value dilution of 25% or more to
the raising of voting threshold for whitewash waivers to 75% by
the Securities and Futures Commission. These new rules mean
that issuers across the board would face higher constraints when
doing fund raising or corporate restructurings regardless of their
intentions. Currently, the SEHK is proposing another set of new
rules that target backdoor listings and the existence of potential
“shell” companies - those with little business operation or assets.
The Consultation Paper explains that backdoor listings would give
rise to market volatility, insider dealing and share price manipulation.
But we hasten to say not all backdoor listings would lead to these
problems. In Hong Kong, many successful companies have gained
their respective initial listings by way of backdoor, including a few
blue chip companies like Geely Automobile Holdings Limited, the
predecessor of Citic Limited and the predecessor of PCCW Limited.
Not to mention backdoor listings could provide an exit to the small
shareholders of the purported “shell” companies, allowing them
to salvage their investments. Surely, stringent regulations would
always be effective in eliminating bad apples but the whole market
needs to bear the costs. This begs the question whether or not
targeted enforcement would be more effective in dealing with
the isolated problematic cases, without having the whole market
bearing the costs and risking a loss of overall market efficiency
and liquidity.
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The Chamber is working on a formal submission to present our
viewpoints on this matter to the SEHK and we would very much love
to hear your views on this.

In June, the Chamber held its Annual General Meeting, and election
to the General Committee for the ensuing year was also conducted.
| welcome the incoming committee members, either re-elected
or newly-elected, and thank the outgoing ones. | look forward to
working closely with all committee members and would draw on
their respective wisdom and experience in fulfilling the goals and
objectives of the Chamber.

Yours sincerely,

Francis Leung Pak To
Chairman
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