IN THE GRAND COURT OF THE CAYMAN ISLANDS
FINANCIAL SERVICES DIVISION

Cause No.: FSD 161 of 2018 (IM.J)
IN THE MATTER OF THE COMPANIES LAW (2018 REVISION)

AND IN THE MATTER OF CHINA SHANSHUI CEMENT GROUP LIMITED

IN CHAMBERS

Appearances: Mr. Tom Lowe QC instructed by Ms. Gemma Lardner of Ogier for the
Petitioner Tianrui (International) Holding Company Limited
Mr. Vernon Flynn QC instructed by Mr. James Eldridge and Mr. Adrian
Davey of Maples and Calder for the Company China Shanshui Cement
Group Limited

Before: The Hon. Justice Ingrid Mangatal

Heard: 3 and 4 July 2019

Draft Ruling

Circulated: 3 September 2019

Ruling Delivered: 12 September 2019

HEADNOTE

Company Law - Contributory’s Winding Up Petition on Just and Equitable Basis - section 94(1)(c} of the
Companies Law (2018 Revision) - Application to Vary Validation Ovder entered by Consent, but which contained
“liberty to apply” - Whether need for good grounds or change of circumstances or evidence that could not have
been obtained at time of consent order - Reporting Obligation - Spending Cap - Relevance of such conditions not
being uswal in the Cayman Islands but usual in Hong Kong - Listed Company - Listed on Hong Kong Stock
Exchange - Legal Fees

RULING
Introduction
1. Tianrui (International) Holding Company Limited (“Tianrui”) in the latter part of last

year, presented a petition to wind up China Shanshui Cement Group Limited (the
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“Company”) on the just and equitable ground (the “Petition”) pursuant to section 94 (1)
(c) of the Companies Law ( 2018 Revision).

2. The Company was incorporated in the Cayman Islands and was listed on the Hong Kong
Stock Exchange (the “SEHK”) in July 2008,

3. On 19 October 2018, I granted an application filed by the Company striking out the
Winding Up Petition herein, the unreported judgment was delivered 19 October 2018, An
appeal to the Court of Appeal (the “CICA”)} was allowed on 16 January 2019, and the
Petition was ordered restored, The CICA’s reasons for its decision were delivered 5 April

2019.

4. On 16 April 2019, the CICA refused the Company’s application seeking leave to appeal
to the Judicial Committee of the Privy Council. The CICA’s reasons for that decision

were delivered on 6 May 2019.

5. On 11 June 2019, the Company filed an application with the Privy Council secking
special leave to appeal. I am not aware whether that application has yet been listed for

hearing.

6. On 29 March 2019, the Company filed a summons (the “Validation Variation

Summons”) seeking the following orders:

“I Paragraphs 1, 2, 4, 6 and 7 of the Validation Order dated 11 October
2018 made in these proceedings be deleted and replaced as follows:

(1) Payments made for the pwrpose of paying debts of the
Company incurred in the ordinary course of its business from
the date of the presentation of the Petition until judgment on
the trial of the Pelition and dispositions of the property of the
Company sold in the ordinary course of business to its
customers at full market price during such period aforesaid
shall not be avoided by the provisions of section 99 of the
Companies Law (2018 Revision) in the event of an order for
the winding up of the Company being made on the Petition.
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(2) Without prejudice to the generality of paragraph 1 above, the
payments set out in Schedules 2 and 3 of the Fourth
Affirmation of Doris Wu shall be considered for the purpose of
this Order to be dispositions in the ordinary course of the
Company’s business.

(3) The transfers of the shares in the Company held by the
shareholders set out in Schedule I to the Fourth Affirmation of
Doris Wu to HKSCC Nominees Limited shall not be avoided by
the provisions of section 99 of the Companies Law in the event
of an order for the winding up of the Company being made on
the Petition.

2. Paragraph 3 of the Original Order be renumbered paragraph 4 and the

words “Without prejudice to the generality of paragraph 1 above and

subject to paragraph 4 below” be deleted.

3. Paragraph 5 of the Original Order be varied and amended to read as
Jollows: “Banks and third parties dealing with the Company shall be
under no obligation to verify for themselves whether any transaction
through the Company's bank accounts or with the Company is in the

ordinary course of business.”
4. Paragraphs 8 and 9 of the Original Order be renumbered accordingly.

3. The Petitioner pay the costs of this summons in any event, on the standard

basis.
6 el

The Validation Variation Summaons

7. The Order that T made on 11 October 2018, was largely made by consent of the parties.
The only aspect not agreed upon, and on which I had to rule, was whether certain
undertakings which Tianrui had wished the Court to require of the Company should be
attached. A draft Order had been handed to me by the parties, and I made the order in
those terms, save for the undertakings sought by Tianrui.
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8. The Order that I made was in the following terms:
“ORDER
UPON the summons filed 21" day of September 2018

UPON HEARING Leading Counsel for China Shanshui Cement Group
Ltd (“the Company”) and Tianrui (International) Holding Company
Limited (the "Petitioner”)

And without prejudice to the Petitioner’s position as to the validity of
certain subscription agreements entered into by the Company on 31

August 2018 and 6 September 2018
IT IS HEREBY ORDERED that:

1. Subject to paragraph 4 hereof, notwithstanding the presentation of the
Petition unless otherwise ordered by the Court, any payment or other
disposition of property made on or after the date of the presentation of
the Petition in the ordinary course of the business of the Company
provided the total of such payments or dispositions do not exceed
US$2 million in each calendar month shall not be void by virtue of
section 99 of the Companies Law (2018 Revision).

2. Without prejudice to the generality of paragraph 1 above (but subject
to the monthly limit stipulated therein and to paragraph 4 below), the

Jfollowing payments be sanctioned.

(a) Payments made into or out of the bank accounts of the

Company maintained with:

(i) Bank of China (Hong Kong) Limited { account
numbers 012-875-0-039850-9 (HKD) and 012-
875-0-801538-9(USD));
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(ii) ICBC Asia (account numbers 861-530-12743-
O(USD) and 861-530-12743-0(RMB));

and

(iii) Far FEastern International Bank (account
numbers 801-007-1000736-8 (HKD), 801-008-
1000736-6(RMB), 801-031-1000736-6 (HKD)
and 801-031-1000736-6(USD)),

In respect of expenses/payments occurred [sic] in the ordinary

course of business.

(b) Payment by the Company of any and all legal bills for legal
services rendered to the Company after the date of the

presentation of the Petition.

| 3. Without prejudice to the generality of paragraph 1 above but subject
| to paragraph 4 below, the following payments be sanctioned:

(a) Payment by the Company of any and all legal bills for legal
services rendered to the Company prior to the date of
presentation of the Petition in the amount of not more than
HK$12 million; and

(b) Payment by the Company of the interest due on 10
September 2018 under the US$500 million 7.5% senior
notes due in 2020 in the amount of US$18.75 million and
Jfuture interest payments as they fall due.

4. The Orders made at paragraphs 1-3 above shall not apply to any

payment or disposition made:

(@) Out of the proceeds received by the Company as a result of
the issue of convertible bonds pursuant to the purported

subscription agreement dated 30 August 2018 referred to in
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the announcement made by the Company on the website of
the Stock Exchange of Hong Kong Limited dated 31 August
2018, which was purportedly completed on 3 September (the
“Disputed Subscription Agreement”); or

(b) In respect of any fees, expenses, commissions or other
payments arising out of or in relation to the Disputed
Subscription Agreement.

5. Each bank named in paragraph 2(a) above shall be under no

obligation to verify for itself whether any transaction through the

Company’s bank accounts held with it is in the ordinary course of

business.

6. The Company shall provide to the Petitioner within five (5) clear
working days of the end of October 2018 a schedule recording each
payment in excess of HK$500,000 made in the ordinary course of its
business and validated pursuant hereto from 31 August 2018 to 30
Sepiember 2018 and for each calendar month thereafter five (five)
clear working days from the end of the calendar month (“Schedule”).

7. The Petitioner be at liberty to inspect the documents supporling or
evidencing the payments in the Schedule pursuant to paragraph 6

hereof on 5 clear working days’ notice.
8. There be liberty to apply.
9. The costs of this Summons be in the cause.”

0. I note that the Summons filed on behalf of the Company was in the same terms. In other

words, the Order made 11 October 2018 was that which the Company sought.

10. Some of the variations sought by the Company entail the removal of:

(a) The current US$2 million cap on the payments and dispositions that are
validated under the Validation Order per month (the “Spending Cap”); and
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11.

12,

(b) The requirement that the Company provide Tianrui with a schedule every
month which records the Company’s payments in excess of HK$500,000
made in the ordinary course of business and validated pursuant to the
Validation Order, with Tianrui being at liberty to inspect the documents
supporting or evidencing the payments in the Schedule (the “Reporting
Obligation™).

The Company also seeks that the transfer of the shares in the Company held by the
shareholders set out in Schedule 1 to the Fourth Affirmation of Doris Wu (“Ms. Wu”) to
HKSCC Nominees Limited shall not be avoided by the provisions of section 99 of the
Companies Law in the event of an order for the winding up of the Company being made

on the Petition.

Tianrui objects to these three variations. After the oral submissions by Mr. Lowe QC on
behalf of Tianrui, I now understood that Tianrui objects in principle to a variation in the
circumstances as they are, and also has objections to paragraph 1(2) of the Validation

Variation Summmons, which concerns legal and other professional fees.

The Company’s Arguments

13.

14.

Mr, Flynn QC, who appeared for the Company, submitted that although the original
Order may have been entered into by consent, that is nothing to the point, and that the
Court should consider this as a fresh application. He submits that it is not in dispute that a
new application would be made in due course, once the initial urgency of the situation
had subsided. He indicated that, whilst Tianrui take the position that the Company must
justify the variation, he does not accept that, However, he submits that if justification, for
example a change in circumstances must be made out, then there are two changes. One is
that the Hong Kong Petition is no longer in place. The other, is that it is the SEHK that
has requested that the Company seek validation of the transfers on the CCASS system.

Mr. Flynn QC submits that Tianrui’s objections are not justified in circumstances where

the Company is solvent.
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16.

Further, that nothing in section 99 of the Companies Law which contemplates imposing

the Reporting Obligation on any company, let alone a solvent company that is the subject
of a contributory's petition. As a matter of practice, the submission continues, the usual
form of validation orders made in the Cayman Islands does not contain any Reporting
Obligation, and neither do textbook precedents. Reference was made to Atkins Court

Forms, 2™ Edition, volume 9(3) 2015 issue [305] at p.130-131.

It was submitted that the Reporting Obligation is also inconsistent with the rationale
behind section 99. The jurisdiction to refuse to validate a disposition (or, in this case, to
refuse a validation absent conditions such as the Reporting Condition), is designed to
protect creditors and interested parties, including contributories, in the event of an

insolvent liquidation.

Tianrui’s allegations about the Company’s financial position are irrelevant and misleading

17.

18.

19.

Li Xuangi is an authorized representative of the Petitioner. In Li 5 at paragraph [9],
Tianrui seek to justify the retention of the Reporting Obligation on two bases; (a) the
Company’s auditors provided a qualified audit opinion for the financial year ended 31

December 2018; and (b) Tianrui is a “significant creditor” of the Company.

The Company claims that these allegations are both irrelevant and misleading. It was
asserted that section 99 was not intended to afford a petitioner “oversight” over a
company’s finances before the merits of the petition are adjudicated and before a winding
up order is even made. It was submitted that Tianrui’s attempt to use the Reporting

Obligation to obtain this oversight is an abuse of the Court’s process.

The Company maintains that not only is it solvent, it is unquestionably profitable, It is
one of the largest cement manufacturing businesses in Mainland China, with annual
revenues in excess of US $2.62 billion. As at 31 December 2018, the Company had net
assets of approximately US$1.424 billion and profit attributable to equity shareholders of
approximately US$291.56 million.
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20. It was submitted that Tianrui’s allegations are misleading for a number of reasons.
Reference was made to the fact that Tianrui relies on the qualified opinion issued by the
Company’s auditors for the financial year ended 2018 and claims that it justifies

“oversight” of the Company’s finances through the Reporting Obligation.

21.  However, Mr. Flynn argues that Tianrui has failed to disclose that the qualified opinion
for that year was a significant and positive improvement over other recent years, in

particular when Tianrui controlled the Company.

The Reporting Obligation Gives Tianrui an Unfair Advantase

22.  Another reason the Company advances for wanting the Reporting Obligation to be
removed is that it gives Tianrui an unfair advantage in that it is allowed, albeit that it is an
adverse party in legal proceedings in Cayman and in Hong Kong, to monitor the

Company’s legal expenditure in relation to those proceedings.

The Reporting Obligation has and will obstruct the Company’s ordinary course of business

23.  Mr. Flynn argues that, as a Company listed on the HKSE, the Company has statutory

obligations, including obligations to:

(a) Avoid disseminating confidential information that is potentially price sensitive
to some shareholders and market participants in preference to others;

(b) Ensure all users of the market have equal and simultaneous access to the same
information,

(c) Disclose material price sensitive information promptly, subject to the safe
harbor provisions under the listing rules. The safe harbor provisions permit the
Company to withhold disclosure of confidential information under specified
circumstances, such as where there is an incomplete proposal or negotiation.
Learned Counsel opines that such provisions are often used by listed
companies in Hong Kong to withhold disclosure of sensitive information
regarding ongoing deals and negotiations, to avoid jeopardizing the legitimate
commercial and strategic interests in keeping such information confidential

until such deals are closer to completion or confirmed.
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25.

26.

27,

28.

29.

#It was submitted that any information disclosed by the Company to Tianrui pursuant to

the Reporting Obligation would no longer be confidential. The safe harbour provisions
would therefore not apply, and the Company may then be required to disclose the same

information in an announcement to the market.

Ms Wu is an Executive director of the Company, responsible for day-to-day operations.
In oral submissions, reference was made by Mr. Flynn to Ms. Wu’s evidence at
paragraphs 67-69 of Wu 4, in support of his submissions set out at paragraphs 23 and 24

above.

Reference was also made to Wu 5, at paragraph 24. Tt was argued that these are serious
concerns for the Company and Tianrui does not deny that the Reporting Obligation has
and will create such difficulties for the Company. Mr, Flynn indicates that Tianrui’s only
response is to ask why the Reporting Obligation is “common practice” in Hong Kong if it

is such a burden on Hong Kong-listed companies.

Firstly, the Company says that it is not clear that the Reporting Obligation is common
practice in Hong Kong insofar as listed companies are concerned. The Company
indicates that it has not been able to locate a reported judgment where the Hong Kong

courts imposed the Reporting Obligation on a listed company.

Secondly, as explained in Wu 4, at the time that the Company agreed to the inclusion of
the Reporting Obligation in the Validation Order, the Company was under tremendous
commercial pressure. Even though the Company was solvent, it was unable fo pay its
most basic operating costs, including employee salaries and rent, because its bank

accounts were frozen.

In Wu 4 at paragraph 9, Ms. Wu refers to a letter written to Tanner De Witt, lawyers in
Hong Kong who act for the Petitioner, from Herbert Smith Freehills, lawyers in Hong
Kong who act for the Company. The letter is dated 10 September 2018, and it expressly

referred to a “Draft Consent Summons”, and states as follows:

“Draft Consent Summons
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As an interim measure to ensure that the Company can vun its business
without undue disrupiion, and in order to obtain a validation order crucial
to its ability to meet debis as they now fall due, the Company agrees to the
terms of your new paragraph 3(a) and (b). However, it reserves the right
to apply to court to delete these restrictions in future. The Company will

set out its reasons for such application as and when it is made...”
30. At paragraph 38 of Lu 4, Ms. Lu states as follows:

“38. The terms of the validation orders that the Company applied for in the
Grand Court and the High Court followed the usual form for Hong Kong
Winding Up Petitions, and included the Spending Cap and the Reporting
Obligation. ...the Company was prepared to agree to the Spending Cap -
and Reporting Obligation on the basis that the validation orders would
only be interim in nature, that these were required as a common practice
in Hong Kong, and that the Petition in any event would be siruck out

shortly,”

31.  The Company takes the position that in the circumstances there is nothing to preclude it
from now seeking to remove the Reporting Obligation, and for the Court to assess the

request afresh.

32. It was also pointed out by the Company that the Reporting Obligation was negotiated in
the context of Tianrui seeking the appointment of Joint Provisional Liquidators (“JPLs")

over the Company. Tianrui withdrew its appeal against my dismissal of that Summons.

The Spending Cap

33.  Mr. Flynn submitted that the Spending Cap is an arbitrary limit on the validation of the
Company’s payments and dispositions in its ordinary course of business. Tianrui avers
that the Company is solvent and has not identified any way in which the Company or its

shareholders will be prejudiced by the removal of the Spending Cap.
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34.

35,

36.

Further, Mr, Flynn submitted that in the Cayman Islands, spending caps are not ordinarily
included in wvalidation orders involving solvent companics. He argues that the
longstanding practice is to validate payments and dispositions made in the ordinary

course of a company’s business, without any cap.

It was submitted that the Spending Cap has, and will cause injury to the Company. The
Company is the ultimate holding company and the listed company of the Group, with the
Company’s principal business involving raising capital, either by borrowing money or
issuing bonds or shares on behalf of the Group when required from time to time at rates
which are more economical than generally available to Mainland Chinese businesses

(particularly where there is a need to borrow in US Dollars).

It was argued that the Company often has to raise very large amounts of capital on fairly
short notice in order to support the Group. Further, the Spending Cap severely restricts
the flexibility that the Company requires to operate its business and that it is not feasible
tor the Company to urgently apply to vary the Validation Order every time the Company

needs to incur an expenditure in excess of a rigid Spending Cap set many months earlier.

The Transfer of Legal Title in the Company’s Shares to HKSCC Should Be Validated

37.

It was submitted that the rationale of section 99 does not apply on the facts. Learned
Counsel argues that the purpose of section 99, which is virtually identical to section 127
of the 1986 UK Insolvency Act, is to prevent sharcholders from evading liability as
contributories by transferring their shares to a man of straw after winding up has

commenced, Reference was made to the work of Armour and Bennett, Vulnerable

Transactions in Corporate Insolvency, paragraph 8.44, where it is stated:

“In a compulsory winding up the liquidator has a duty to seitle a list of
coniributories and a power (delegated to him by the court) to make calls
on those contributories to the extent of their liability. By prohibiting any
transfer of the company’s shares or alteration to the register of members
dafter the commencement of winding up, section 127 eases that task. The

liguidator can be confident that members whose names were on the
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register at the commencement of the winding up should be entered on

the list of contributories. If shares are (transferred after the

commencement of the winding up, as a result of section 127, the transferee
1 is not entitled to be entered on the register of members. The transferor
remains liable for any call and is entifled to participate in any surplus
assets. However, it appears that a posi-petition transfer is only void as
regards any effect to be given to it by or against the company with the
consequence that the rights and liabilities of the transferor and transferee
inter se are not affected.”

(Learned Counsel’s emphasis)

38.  The Company therefore argued that the mischief that section 99 is intended to address
simply does not arise here. Firstly, because it is accepted that there will be a surplus for
distribution to the Company’s sharcholders if it is wound up. Thus, there is no concern
that the Definitive Shareholders will seek to evade their liability as contributories by

transferring legal title in their shares.

39.  Secondly, the entire share capital is fully paid up, including the Definitive Shareholders’
shares. Even if the Company was being wound up for insolvency (which it is not) there

are no contributions due from shareholders.

40,  Reference was made to the speech of Lord Millett in the House of Lord’s decision in
Commissioners of Inland Revenue v Laird Group plc[2003] 1 W.L.R. 2476 AT [32],
where His Lordship explained :

“..[1t is only the right to transfer legal title to the shares which is
affected; shareholders remain free to deal with the beneficial interest in
their shares. The purpose of making the legal title to the shares non-
transferable is merely to freeze the company’s register of members at the
date of the winding up so that the liquidator can safely deal with the
shareholders whose names appear on the register at that date.”

(Learned Counsel’s emphasis)
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42.

43.

44.

45.

Flynn submitted that the point in bold is significant, as it underscores the point that
ithing in section 99 prevents shareholders who have mot deposited their shares in
CCASS from transferring their beneficial interest off-CCASS. He submitted that the
question before this Court is not whether the Definitive Shareholders may transfer their
beneficial interest. They may. The only question is whether they should be permitted to
do so on the SEHK, or if they are forced to do so only outside the HKSE-sanctioned

systen.

The submission continues that CCASS is an electronic system which facilitates the

clearing and settling of trades on the SEHK.

Shareholders of SEHK-listed companies can deposit their shares into CCASS by (a)
transferring legal title to their shares to HKSCC Nominees Limited, which acts as the
common nominee for shares held in CCASS; and (b) delivering their physical share
certificates to CCASS, Thereafter, CCASS will permit the beneficial interest in such
shares to be bought and sold through its computerized order matching system, which
matches the prices of buying and selling orders, with CCASS acting as the central

clearing counterparty.

It was submitted that section 99 does not affect the trading of shares on the CCASS
system-because it does not prevent the transfer of beneficial interest between buyers and
sellers, Similarly, it is argued, that notwithstanding the filing of the Petition, nothing in
section 99 prevents HKSCC from being registered as legal owner of the Company’s
shares, and allowing trades on CCASS. Furthermore, it was argued, that the transfer of
legal title from a shareholder to HKSCC as nominee does not run afoul of section 99°s
rationale, since the Company’s shares are fully paid up, and so there is no concern that
the Definitive Shareholders are seeking to evade liability as contributories by transferring

their legal title to HKSCC.

Mr. Flynn QC explains in his written submission that here, the only reason why a
validation is sought is because CCASS has indicated that it would like the Cayman courts
to validate the transfer of legal title in shares held in physical form by shareholders to

HKSCC, before it accepts the deposit of share certificates.
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46.  In oral submissions Mr. Flynn QC took the Court to emails exchanged between Peter
Chan, Assistant Vice President/Depository & Nominee Services/Clearing Division of the
Hong Kong Stock Exchanges and Clearing Limited, and George Lau of Freshfields,
Hong Kong lawyers for the Company, which took place, along with several telephone
conversations. After one such conversation, Mr. Lau on 21 March 2019, emailed Mr.
Chan to confirm what Mr. Chan had said in a telephone conversation. On 27 March 2019,
Mr. Chan then emailed Mr, Lau in response, and inserted his answers into the body of Mr

Lau’s email, which was resent back to Mr. Lau, with answers inserted.

47.  This is the exchange:

“From: Peter Chan <PeteChan@hkex.com. hk
L aSent: 27 March 2019 10:56
To: LAU, George
Cc: Angeline Lee; LI, Phillip (PQL); CHAN, Yong Wei; CHOONG, John
(LHC); WONG, Jonathan
Subject: RE: Shanshui Cement — Depository of Shares (#691)

Dear George,

Please find our answers to your questions below but kindly note that we are not
in a position to advise on any legal-reiated issues.

Best reqards,

Peter Chan| Assistance Vice President| Depository & Nominee Services | Clearing Division
Hong Kong Exchanges and Clearing Limited

D +852 22116267 |W: www.hkexqroup.com| www. hkex.com.hk
Foliow Us: Youtube| Twitter| Linkedin | WeChat

HKEX

From: George. lAU@freshfields.com [maifto: George.LAU@freshfields.com]
Sent: 21 March 2019 11:38

to: Peter Chan

Ce: Angeline Lee; Phillip.Li@freshfields.comy;
YongWeil.Chan@freshfields.com; john.choong@freshfields.com;
jonathan.wong@freshfields.com

Subject: RE: Shanshui Cement - Depository of shares
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WARNING: External Emuil, please exercise caution.
Dear Peter,

Thank you for your time over the calf on Tuesday.
As discussed, we understand from you thot:

. As a winding-up petition has been presented in the Cayman Isfands
against China Shanshui Cement Group Limited (the “Company”), Hong
Kong Securities Clearing Company Limited (“HKSCC”) has suspended
deposits of physical share certificates of the Company into CCASS. [Peter
Chan] This is factually correct.

. Accordingly, CCASS currently will not alfow shareholders of the Company
who hold their shares in the form of physical share certificates (the
“Physical Shareholders”) to deposit their shares with CCASS and to use
CCASS’ services, including the clearance and settlement of share
transfers. These services remain available to the Company’s
shareholders who deposited their shares into CCASS before the
presentation of the winding-up petition, or acquired their shares on the
Exchange [Peter Chan]. This is factually correct.

. While the winding-up petition remains in force, CCASS requires o
validation order to be obtained by the company from the Cayman Court,
validating deposits of shares by the Physical Shareholders, before it will
process deposits of shares held by the Physical Shareholders. [Peter
Chan] This is generally correct subject to the content of the validation
order.

Grateful if you could confirm our understanding.

Kind regards
George”

48.  FEighteen shareholders (the Definitive Shareholders) have informed the Company that
they wish to have their physical shares deposited into CCASS. The Company informs
that these shares represent 42.96% of the Company’s issued share capital. After
excluding the shares of substantial sharcholders, the public float which can be traded on
CCASS will increase by 470%, from about 5.86% to about 27.74%.

49,  The Company has indicated that the Company’s shares are highly illiquid. Evidence was
provided by the Affirmation of Philippe Espinasse dated 19 June 2019. Mr. Espinasse
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gave expert evidence on behalf of the Company. His instructions were outlined in

paragraph 20 of his Affirmation, to be:

111

. to consider the importance of liquidity to a listed company and to
describe how the liquidity of a listed company is assessed. I have also
been instructed to assess the liquidity of Shanshui’s shares, including by
‘- reference to its peer group, and explain any differences between
Shanshui’s liquidity and that of its peer group. I have also been asked to
explain the implications of any lack of liquidity on a listed company such
as Shanshui. Lastly, I have been instructed to discuss if and how
shareholders whose shares are not deposited in the Central Clearing and
Settlement System used by the SEHK (“CCASS ") may trade their shares,
as well as their position relative to shareholders whose shares have been

deposited with CCASS, from a financial perspective.”

50, M. Espinasse’s evidence, at paragraphs 65, 66 68-71, 90-111, was relied upon to make
the points that follow in paragraphs 51-56 (inclusive) below.

51.  The illiquid nature of the shares is clear from the following:

(a) The average daily trading volume (i.e. the average number of shares traded per day)
(“ADTV”) of the Company is US$178,500, which is “unreasonably illiquid”, bearing

in mind the Company’s market capitalisation is more than U.S. $1.5 billion.

(b) By way of comparison, the Company’s ADTV is 79 times lower than the average
cement company lis