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Section 4: Chairman Hui

Chairman Hui has bogus credentials. He has financed Evergrande
utilizing a maze of Ponzi-esque debt deals and under-the-
table assets swaps.
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Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no responsibility for the
contents of this announcement, make no representaiion as fo iis accurdacy or completeness and expressly disclaim any

ltability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this

EE [#]°
EAMES
EVERGRANDE REAL ESTATE GROUP

Evergrande Real Estate Group Limited
BEAEEEBER A F

{Incorporated in the Cayman Islands with limited liabiliry)
(Stock Code: 3333)

announcement.

CLARIFICATION ANNOUNCEMENT

Reference is made to the announcement of the Company published in the early afterncon of 21 June
2012 in relation to the Report. This announcement is made to refute such allegations or comments
concerning the Group in the Report.

The Board also noted the recent decreases in the price and the unusual trading volume in the shares
of the Company. The Board wishes to note that save as disclosed in this announcement, there are no
negotiations or agreements relating to intended acquisitions or realizations which are discloseable
under Rule 13.23 of the Listing Rules, neither is the Board aware of any matter discloseable under
the general obligation imposed by Rule 13.09 of the Listing Rules, which is or may be of a price-
sensitive nature.

Shareholders and investors are advised to exercise caution when dealing in the securities of the
Company.

Reference is made to the announcement of Evergrande Real Estate Group Limited (the “Company”,
together with its subsidiaries, the “Group’”) published in the early afternoon of 21 June 2(G12 in
relation to a report {the “Report”) issued by Citron Research (“Citron Research’) alleging that
Company has used accounting tricks and bribes to hide the fact that the Company is in fact insolvent.
The Company would like to clarify that such allegations in the Report are totally untrue.

The Company has no information on the identity of Citron Research and the management of the
Company has no record of being contacted by them before the Report is published. The Company thus
recommends shareholders and investors to exercise extreme caution in reading and using the
information in the Report. The Company is consulting its legal advisers and will consider taking legal
actions against Citron Research.
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The Report contains certain allegations or comments on the Company, which are groundless and

without basis. This announcement is made to refute such allegations or comments concerning the Group
in the Report.

ALLEGATIONS OR COMMENTS CONCERNING THE GROUP IN THE REPORT

(1} Section 1 of the Report

The Report alleged the Company of accounting misstatement where the Company is either

overstating assets or understating liabilities.

1.

The assumptions made in the Report on the accounting treatment of the Company with respect
to company acquisition and financing arrangement are groundless.

It was stated in the Report that the Company utilized off-balance sheet financing to carry out
company acquisition and this totally distorts the actual accounting practice of the Group. The
Group has consolidated land holding companies acquired by the Company in its financial
statements and classified outstanding consideration as payables for land acquisition. With
respect to trust financing, the Group has always classified trust financing as liabilities and has
not accounted such amount as minority interest. Therefore, the minority interest of RMB2.2
billion reflected in the financial statement of the Company as at 31 December 2011 did not
involve any repurchase arrangement.

At the same time, the commitment on the acquisition of land use rights of RMB21.1 billion as
disclosed in the financial statements of the Company as at 31 December 2011 refers to
contracted amount which was not required to be reflected as liabilities in the financial
statements as the land use rights were yet to obtain. The Report confuses such commitment
with the liabilities which should be included in the balance sheet and this totally contradicts
with general accounting principle and cbviously reveals the lack of accounting knowledge of
the author of the Report.

Therefore, such claim made in the Report that the Company understated liabilities through the
so-called joint venture approach is based on a mistaken subjective assumption and the data
used are totally inaccurate.

The allegation made in the Report that the Company fabricates bank deposit balance is an
unjustified accusation towards the motive of the management.

As at 31 December 2011, the total amount of cash and cash equivalent and restricted cash of
the Group was RMB28.2 billion. The Group has implemented comprehensive cash
management processes. Based on our understanding, the Company’s independent auditor,
PricewaterhouseCoopers, has performed validation of controls and circulation of bank
confirmations during its audit on the Company’s consolidated financial statements for the year
ended 31 December 2011 and issued a standard unmodified audit opinion.
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The Report adopts a very general approach to analysis the so-called “real” bank balance and
this is clearly misleading. The Report simply calculates the average of the opening and closing
amounts and does not consider the movement of the bank balance between different months.
At the same time, among numerous real estate companies, the Report only uses four of them
as reference and has not explained the underlying rationale. The aforementioned clearly
reflects the irresponsibility of the author of the Report.

Besides, the bank deposit of the Group was substantially placed in demand deposit accounts
of banks, and the interest rates of bank demand deposit in Mainland China in 2010 to 2011
were (.36% to 0.50%, which is similar to the rate of interest income of the Company.
Meanwhile, some of the bank deposit of the Company was deposited offshore, while offshore
interest rate was substantially lower than the interest rate of bank deposit in Mainland China.

Therefore, it is totally without basis of the Report to claim that the bank deposit balance is
fabricated by the Company.

The statement made in the Report that huge amount of impairment provisions were made for
the overstated asset value of football, velleyball and cultural project of the Group is a
misunderstanding of the financial data.

Other segment assets amounting to RMB16.2 billion as stated in the Report is the amount
before offsetting inter-company balances of the Group. After offsetting inter-company
balances, the actual amount of other segment assets was RMBS8.5 billion, which mainly
includes: assets related to hotel business amounting to RMB3.9 billion, assets related
construction businesses which are supplemental to the project development business (such as
project construction companies, material and machinery companies, gardening companies,
metal material companies, designing companies, project supervision companies, etc), and
assets related to football club, volleyball club and cultural companies. The management
considered that no impairment provision is needed for the assets in other business. Therefore,
the allegation made by the report that other segment assets are significantly over-estimated is
groundless.

The method used by the Report to estimate the valuation of investment properties is wrong.

According to HKFRS 40, the fair value of the investment property means the voluntary
exchange price of real estate between informed parties in arm’s length transaction. In
determining the fair value of the investment property, reference should be made to the current
market price of the same or similar type of properties available in active market {(market
public price). If current market prices of the same or similar type of properties are not
available, recent transaction prices of the same or similar type of properties in active market
can be used as reference, along with certain factors such as circumstances of the transaction,
the transaction date, and the placed located. Thus, a reasonable estimation of the fair value of
the investment property will be made. In addition, the estimation can be based on the
estimated future rental income and the current value of the related cash flow.
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A number of investment properties of the Company are under construction (representing about
31% of the total investment property), and no rental income is generated. Part of the
constructed investment properties are located in communities with low occupancy rate, the
rental income of the properties are still at a low level. As the communities develop gradually,
the future rental income is expected to increase progressively. In estimating the fair value of
the investment property, the Company has given full consideration to the impact of the above-
mentioned factors, and reference has been made to the valuation conducted by independent
valuer in accordance with the requirements of the HKFRS.

Therefore, it is erroneous and highly misleading to estimate the fair value of investment
properties of the Company by using current rental income only.

The claim made in the Report that the Company under-estimates cost of properties available
for sale through over-estimating cost of investment properties is blatantly wrong.

The Group has applied the same method to calculate cost of sales of properties and cost of
investment properties. The unit property cost of the Group is calculated through dividing
construction cost of properties by the relevant gross floor area, while the situation of
allocating the cost of properties available for sale to cost of investment properties does not
exist.

When calculating the unit cost of the investment properties, it was assumed that the gross
floor area of a car parking space is 10 m®. This assumption is completely unreasonable and
reflects the severe lack of experience in the industry of the author of the Report. In fact,
besides the area occupied by the parked car, the gross floor area of car parking space should
also include a portion of the public road of the car park. Therefore, the gross floor area of
each car parking space should be approximately 25 to 30 m?.

The Report uses an erroneous assumption to wrongly calculate the unit cost of investment
properties; therefore, the conclusion consequently drawn is completely wrong and groundless.

The Report mentioned that the properties delivered in the first half of 2011 did not carry the
corresponding land cost forward, which is totally without basis.

In the first half of 2011, the area of properties delivered was 5 million sq.m, the
corresponding land cost carried forward was RMB3.78 billion, the Company has accounted
for the land cost of properties delivered in accordance with the requirements of the HKFRS.

It is extremely imprudent to speculate the area and cost of our properties delivered during the
current year by the arca and the average price information at the beginning of the period, the
current increase and the end of the period. In consequence, the area of the properties delivered
in the first half year, and the amount of land cost carried forward are all mistaken. Therefore,
being deduced by the mistaken data, it is erroneocus to make a conclusion that the cost during
the current year was underestimated.
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6. The Report applied other operating incomes as the measurement for the turnover days of the
other receivables, which is definitely a misunderstanding of the financial data.

The other incomes stated in the Report included construction services income, property
management income and property rental income. The corresponding receivable has already
been accounted for and disclosed in the trade receivables of the financial report. Other
receivables mainly comprised the security and deposits, amounts paid on behalf of
constructors and petty cash paid by the Group during the normal business activities, which
were totally irrelevant to other incomes. Therefore, it is absolutely unreasonable for the author
to use these two irrelevant accounting items to calculate the turnover days, while the
conclusion it made was totally unfounded. Besides, the Group did not lend to any employee of
the Company.

In addition, amounts due from related parties included in other receivables have been
disclosed in the consclidated financial statements in accordance with HKFRS and the Hong
Kong Company Ordinance.

7. The Ministry of Finance of the PRC (“MOF”) conducts examination on the quality of
accounting information for some key enterprises every vear. The target of this examination is
the financial statements for the year ended 31 December 2009 of Guangzhou Evergrande Real
Estate Group Co., Ltd. (*“Guangzhou Company™), which is a subsidiary of the Company.

The Company have 150 subsidiaries at the end of 31 December 2009. Guangzhou Company
which was examined by MOF is only a PRC subsidiary of the Company and it has over 50
subsidiaries. The audit of Guangzhou Company is conducted by a PRC CPA firm.

The key matter mentioned in MOF’s examination report is that Guangzhou Company has only
prepared the company stand-alone account and not prepared the consolidated accounts when it
prepared its PRC statutory accounts for the year ended 31 December 2009.

The Company has consistently prepared consolidated financial statements in accordance with
Hong Kong Financial Reporting Standards and all subsidiaries (including the subsidiaries of
Guangzhou Company) have been consolidated.

Where applicable, the Company’s independent auditor, PricewaterhouseCoopers, has
compared the financial information included in the responses above to the consolidated
financial statements of the Group, noting consistent.

Section 2 of the Report

The Report alleged the Company acquired its land bank at a deep discount to prevailing market
prices by paying bribes to local officials. The Report also commented that the PRC government is
beginning to enforce idle land law and the Company risks huge fine and the loss of the wast
majority of its land inventory if the government continues to enforce these laws.
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e Since 2006, the Company has taken the initiative in entering the second-tier and third-tier
cities. Up to the year ended 31 December 2011, 97% of the projects of the Group were
located in second-tier and third-tier cities in the PRC, and the land acquired by the Group
were located in lower price rural-urban fringe areas with potential for development. When the
Company entered these cities, the property market in these cities were mostly in their initial
development stage with the majority of urban property price between RMB3,000 and
RMBS5,000 per square meter. There are distinct differences between the property price of these
cities and the property price of the first-tier cities where property price is extremely high and
comparing the land costs with other property developers with the majority of their projects
located in the first-tier cities or developed second-tier cities is totally meaningless.

e All the projects of the Group were obtained by the Company legally and has obtained the
necessary construction planning permit, construction engineering permit, building permit and
pre-sale permit for commodity housing. The Group’s business model is the rapid development
and quick sale of projects, and the Company has never had a piece of idle land.

e The Group acquired projects in two ways, firstly, it obtained its land in the market through
public auction in accordance with relevant laws and regulations, secondly, through acquisition
in the secondary market. When acquiring land from the secondary market, the land would be
acquired from the original land vendor at a premium, such premium is without official
invoice. The acquisition of land in the secondary market has nothing to do with the
government and there does not exist any possibility of bribery of government officials. The
allegation in the Report that the premium without the support of official invoice equals
bribery is a malicious slander.

e The Company solemnly declared that the Company has always been law-abiding, operate in
accordance with the requirements of the law, and has never been and will not be engaging in
any bribery act in order to obtain benefits.

(3) Section 3 of the Report

1. The Report alleged that the collection of cash deposits has remained that despite continued
rapid growth in contracted sales.

It is also groundless of the report to question the authenticity of the contract sales based on
the claim that there were no changes in the advanced from customers of the Company.
According to the accounting standards, the Company will record the pre-sale proceeds as
advanced from customers before the relevant properties delivery. Once the properties are
delivered and income is recognized, the advanced from customers will then be transferred to
revenue. The balance of the advanced from customers is an accounting item that consists of
transferring in and out. For such reason, it is non-sense to judge our contract sales as
fabricated by simply comparing the balances of advanced from customers.

The contract sales of the Company in 2011 were 80.3 billion, and the current actual recovery
of funds was 68.1 billicn. Thus the recovery rate is desirable.
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The Report alleged the debt balance of the Company continues to explode.

The report defined advanced from customers, the deferred tax and the tax payvables as
borrowings. However, this definition is not complied with the market practice. These items
will never be financial indebtedness. In particular, the advanced from customers will be
transferred out once the delivery of the completed properties, and no cash repayment will be
invelved.

In fact, the Company possesses a sound financial structure, with actual borrowing of only
RMBS51.7 billion as at 31 December 2011, of which short-term debts only accounted for
approximately RMB10.2 billion. The net gearing of the Group is 67.5%, which is alsoc at a
considerably healthy level.

The Report alleged the Company borrowed RMB6.7 billion from the trust industry in China at
a cost of 20% to 30%.

At the end of 2011, the average interest rate of the trust loan was approximately 12%, and
therefore the interest rate of the trust loan of 20%-30% stated in the Report was totally
unfounded.

At the end of 2011, the average interest rate of the domestic borrowings (including the trust
loan) was 8.38%, which the management of Company considers to be at a reasonable level.

Trust loan is a supplement to our financing measures, which accounted for 14% of the total
amount of borrowings of the Group. The management of Company considers it to be at a
normal level and it is totally groundless to conjecture that the Group is facing a huge financial

crisis.
The Report alleged the management of the Company has incentives to fabricate pre-sale.

Contracted sales of the Company for the five months ended 31 May 2012 were RMB2.22
billion, RMB2.02 billion, RMB4.02 billion, RMBS8.19 billion and RMBI10.37 billion,
respectively. The Report alleged the management of the Company has incentives to fabricate
pre-sale is totally unfound and without basis.

The Report alleged the Company is embarking on unattractive new projects and heavy
discounting.

The Company reported vear-on-year growth from 2009 to 2011. The numbers of contract that
the Company possessed and the contracted sales for the three years ended 31 December 2009,
2010 and 2011 were 32, 56 and 121 and RMB30.3 billion, RMB50.42 billion and RMB80.39
billion, respectively. This was a result of the first-mover advantage of the Company entering
second and third-tier cities. As to the fluctuation of property prices for projects at different
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time, the Company considers that normal during the course of the Company’s ordinary sales
activity. The comment in the Report was based on the price fluctuations in a certain city at a
certain time, which is to draw inferences out of ulterior motives.

The Report alleged that the Company has ordered delays of project launches, laying off of
employees and delay payment for construction contracts.

The sales and receipt of funds of the Company are in good condition. The Company has
strong cash flow, its projects are planned and orderly construction, and payments were made
in accordance with the progress of the project. As for the alleged layoff plans, it was a
misunderstanding by the market. The initiative was not to reduce the total number of
employees, but to adjust staffing structure to optimize the integration of human resource
structure, with the total number of employees still increasing in practice year by year.

In July 2011, the Company offered staff that has been employed by the Company for more
than one year a 30% discount on the purchase of a property once every three years. The offer
was intended to be part of the employee welfare policy and was not to sell real estate.

The pre-sale activities of the Company has consciously accept the supervision of the
government and the public, all of its projects were only put on sale after the filing and
obtaining an approval from the local government. Because the quality of the Company’s
products and affordable price, the project being popular is an objective fact.

The Report’s comments on the above facts were relying solely on unconfirmed rumors and are
speculative in nature.

(4) Section 4 of the Report

The Report alleged Mr. Hui Ka Yan (“Mr. Hui”"), the chairman and controlling shareholder, has
bogus credentials. The Report alleged Mr. Hui financed the Company utilizing a maze of Ponzi-

esque debt deals and under the under-the-table assets swaps.

The credentials of Mr. Hui is true, Mr. Hui has never exaggerate his academic qualifications
and titles, and has never reap any benefits from any relevant title.

As to the pre-IPO financing of the Company during the Company’s restructuring and prior to
the listing of the shares on the Stock Exchange, all details have already disclosed in the
prospectus of the Company. All undertakings of Mr. Hui on investors return were made based
on the confidence of Mr. Hui in the development of the Company, and has in fact provided
win-win results.

The allegation made in the Report in relation to the Company’s historical financing activities
is groundless speculation, and is also malicious misleading.

ABb



Annexure "B”

(Page 9 of 9)

e  Mr. Hui personally purchased a house on the Peak completely in accordance with prevailing
market price. The Report judges this transaction using the average price of surrounding
property transaction and provided an absurd conclusion.

(5) Section 5 of the Report

The Report alleged Mr. Hui has directed US$2.5 billion to support certain “pet projects” of Mr.
Hui.

e The Report listed the Company’s investments in football, volleyball, as well as minor
investments in the cultural industry as Mr. Hui’s pet project is groundless. The allegation of
investment of more than RMB16.2 billion is without basis.

® The Company considers its investment in football and volleyball will enhance the Company’s
brand. The Company’s investment into football was RMBS500 million and generated revenue
of RMB420 million. The Company’s net investment in football was in fact about RMBS80
million. Investments by the Company in volleyball and cultural industries in 2011 were less
the RMB70 million.

The Board also noted the recent decreases in the price and the unusual trading volume in the shares of
the Company. The Board wishes to note that save as disclosed in this announcement, there are no
negotiations or agreements relating to intended acquisitions or realizations which are discloseable under
Rule 13.23 of the Listing Rules, neither is the Board aware of any matter discloseable under the general
obligation imposed by Rule 13.09 of the Listing Rules, which is or may be of a price-sensitive nature.

Shareholders and investors are advised to exercise caution when dealing in the securities of the
Company.

This announcement is made by order of the Board, of which the directors individually and jointly
accept responsibility for the accuracy of the information contained in this announcement.

By order of the Board
Evergrande Real Estate Group Limited
Hui Ka Yan
Chairman

Hong Keng, 22 June 2012

As at the date of this announcement, the board of Directors comprises eleven members, of which Mr. Hui Ka Yan, Mr. Xia
Hatjun, Mr. Li Gang, Mr. Tse Wai Wah, Mr. Xu Xiangwu, Mr. Xu Wen, Mr. Lai Lixin and Ms. He Miaoling are the
executive Dirvectors; and Mr. Yu Kam Kee, Lawrence, Mr. Chau Shing Yim, David and Mr. He Qi are the independent non-

executive Directors.
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IN THE MATTER OF
EVERGRANDE REAL ESTATE GROUP LIMITED
AND ITS LISTED SECURITIES (STOCK CODE: 3333)

NOTICE TO THE MARKET MISCONDUCT TRIBUNAL
PURSUANT TO SECTION 252(2) AND SCHEDULE 9 OF THE
SECURITIES AND FUTURES ORDINANCE (CAP. 571)
("ORDINANCE")

Whereas it appears to the Securities and Futures Commission that market misconduct
within the meaning of section 277 of Part XIII of the Ordinance has or may have
taken place in relation to the securities of Evergrande Real Estate Group Limited
(Stock Code: 3333) listed on the Stock Exchange of Hong Kong Limited, the Market

Misconduct Tribunal is hereby required to conduct proceedings and determine:

(@) whether any market misconduct has taken place;

(b) the identity of any person who has engaged in the market misconduct; and

(c) the amount of any profit gained or loss avoided as a result of the market

misconduct.

Person Specified

Andrew Edward Left

(hereinafter called the “Specified Person”)

1.  Evergrande Real Estate Group Limited (“Evergrande’) was incorporated in the
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Cayman Islands on 26 June 2006. It was registered as a non-Hong Kong

company in Hong Kong under Part X1 of the Companies Ordinance.

On 5 November 2009, its shares were listed on the Stock Exchange of Hong
Kong Limited (“Exchange”) with a stock code of 3333. They remained so

listed on Thursday 21* June 2012.

On 21 June 2012, a trading day on the Exchange, at around 10.15 a.m., the
Specified Person disclosed, circulated or disseminated information or authorized
or was concerned in the disclosure, circulation or dissemination of information
pertaining to Evergrande by posting a report on the website of Citron Research

www.citronresearch.com (“Citron Report”).

The Citron Report pertained to Evergrande and was negative in the sense that it
stated, inter alia, that the company was insolvent and had consistently presented

fraudulent information to the investing public.

The information in the Citron Report (“Information’) was false or misleading

as to a material fact, or was false or misleading through the omission of a

material fact: the company was not insolvent and nor had it consistently

presented fraudulent information to the investing public.

The Information was likely to:

@) induce another person to subscribe for securities, or deal in futures
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contracts, in Hong Kong; or

(b) induce the sale or purchase in Hong Kong of securities by another
person; or
(©) maintain, increase, reduce or stabilize the price of securities, or the price

for dealings in futures contracts, in Hong Kong.

7. On 21% June 2012, the turnover of Evergrande shares was exceptionally high

and the share price fell significantly.

8.  The Specified Person knew that, or was reckless or negligent as to whether, the
Information was false or misleading as to a material fact, or was false or
misleading through the omission of a material fact.

9. By reason of the matters aforesaid, the Specified Person has or may have

contravened section 277(1) of the Ordinance and therefore has or may have

engaged in market misconduct.

Dated this 15" day of December 2014

Securities and Futures Commission
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IN THE MARKET MISCONDUCT TRIBUNAL

IN THE MATTER OF
EVERGRANDE REAL ESTATE GROUP LIMITED
AND ITS LISTED SECURITIES (STOCK CODE 3333)

SYNOPSIS

The Company

1. FBvergrande Real Estate Group Limited (“Evergrande”) was incorporated in the
Cayman Islands on 26 June 2006. It was registered as a non-Hong Kong

company in Hong Kong under Part XI of the Companies Ordinance.

2. On 5 November 2009 its shares were listed on the Stock Exchange of Hong Kong
Limited (“Exchange”) with a stock code of 3333, They remained so listed on

Thursday 21% June 2012.

The Conduct of the Specified Person

3. On 21 June 2012, a trading day on the Exchange, at around 10.15 am., the
Specified Person disclosed, circulated, or disseminated or authorized or was
concerned in the disclosure, circulation or dissemination of information pertaining
to Evergrande by posting a report on the website of Citron Research

www.citronresearch.com (“Citron Report”).
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Citron Research is not a legal entity: it is the trade name of Andrew Edward Left,
the author of the Citron Report. According to Mr Left, he received a package
containing a report about Evergrande which was sent to him anonymously. Mr
Left reviewed the information, removed information which he says could not be
verified and updated the numbers in the report. He then published this revised

report as the Citron Report on his website www.citronresearch.com.

The Citron Report pertained to Evergrande and was negative in the sense that it
stated, inter alia, that the company was insolvent and had consistently presented

fraudulent information to the investing public.

Information False or Misleading

6.

The information in the Citron Report (“Information™) was false or misleading as
to a material fact, or was false or misleading through the omission of a material
fact: the company was not insolvent and nor had it consistently presented

fraudulent information to the investing public.

Neither the materials on which Mr Left relied (as referred to in the Citron Report)
nor any other available information justified a conclusion that Evergrande was
insolvent or had consistently presented fraudulent information to the investing

public.

Likely Effect of Information
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8.  The Information was likely to:
()  induce another person to subscribe for securities, or deal in futures

contracts, in Hong Kong; or

(b)  induce the sale or purchase in Hong Kong of securities by another person;

or

(c)  maintain, increase, reduce a stabilize the price of securities, or the price for

dealings in future contracts, in Hong Kong.

9, The content of the Report was of sufficient import to carry significant weight
amongst the investing public. On 21" June 2012 the turnover of Evergrande
shares was exceptionally high and the share price fell significantly. The trading
volume of Evergrande shares reached 940 million shares on 21 June 2012. The
average and highest daily trading volume of Evergrande from 1 January 2012 to
20 June 2012 was 86 million and 232 million shares respectively. On 21 June
2012 the share price reached a high of $4.52 in the morning but then declined
sharply to a day low of $3.60, down 19.6% from the previous day’s close of $4.48.
The stock closed at $3.97 which was 11.4% down from the previous day’s closing

price. By comparison, the Hang Seng Index declined 1.3% on the same day.

State of Mind of Specified Person

10. Mr Left knew that, or was reckless or negligent as to whether, the Information was

false or misleading as to a material fact, or was false or misleading through the
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omission of a material fact.

Between 6% and 19" June 2012 Mr Left short sold 4.1 million shares of
Evergrande at an average price of HK$4.32 per share. He started to buy back
Evergrande shares at 11.15 am on 21% June 2012 (around 1 hour after the Citron
Report was issued). Between 21% and 25" June he bought back a total of 3.6
million shares and bought back the remaining 500,000 in July 2012. The total
amount paid (including commission and tax) to buy back the shares was

HK$15,993,116 or an average price of HK$3.90 per share.

Mr Left’s realised profit from trading Evergrande shares was HKS$1,710,556,
excluding the cost of borrowing the shares. His realised net profit (deducting the

cost of borrowing i.e. HK$114,316) was HK$1,596,240.

The notional profit made by Mr Left was HK$2,821,643. The notional profit has
been calculated by reference to the drop in the share price after the Citron Report
was issued on 21 June 2012. The share price of Evergrande reached a low of
$3.60 on 21 June 2012. On the basis that Mr Left covered his entire position of
4.1 million shares at the price of $3.60 and paid transaction costs of 0.226841%
(calculated based on the actual transaction costs involved when he bought back the
4.1 million shares plus commission and tax), the total cost would be $14,793,482.
The cost of borrowing shares for his short selling was $88,547. The notional
profit can therefore be calculated as follows:

A-B-C = $2,821,643 where

Il

(net proceeds from Short Selling prior to 21 June 2012, i.e. $17,703,672)
(total amount to cover short selling at $3.60, i.e. $14,793,482)

A
B

It
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C = (stock borrowing cost up to 24 June 2012 i.e. $88,547)

Conclusion

14. By reason of the matters aforesaid, Mr Left has or may have contravened section
277(1) of the Ordinance and thereforc has or may have engaged in market

misconduct.

Dated this 15" day of December 2014

Securities and Futures Commission
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MARKET MISCONDUCT TRIBUNAL

IN THE MATTER OF DEALINGS IN THE LISTED SECURITIES OF
EVERGRANDE REAL ESTATE GROUP LIMITED

Date of Delivery of Ruling: 27 October 2015

RULING

1. On 21 June 2012, Andrew Edward Left, the publisher of an Internet
website called Citron Research, published a report (‘the report’) concerning a
company listed on the Hong Kong Stock Exchange, that company being
Evergrande Real Estate Group Limited (‘Evergrande’). The report, which, on
the material before the Tribunal, appears to have been presented in a direct,
easily digestible manner — similar to a PowerPoint presentation — was
nevertheless lengthy, containing a detailed overview of Evergrande’s finances
and its various operations. The report informed readers that, on the basis of
analysis and primary research, it could be said inter alia that, first, Evergrande
was insolvent and, second, that “at least 6 accounting shenanigans” had been
undertaken by the Company’s management in order “to mask Evergrande’s

insolvency.”

2. On 15 December 2014, the Securities and Futures Commission (the
‘SFC’) issued a notice pursuant to s.252 (2) and Schedule 9 of the Securities
and Futures Ordinance, cap 571, requiring this Tribunal to determine whether,
in publishing the report, Mr Left may have contravened section 277(1) of the
Ordinance and therefore engaged in market misconduct. Expressed broadly,

and in the context of the present case, the section directs that a person shall be

1
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guilty of market misconduct if he disseminates false or misleading information
as to material facts about a corporation, knowing the information to be so or
being reckless or negligent as to whether it is so, if that information is likely to

induce others to deal.

3. In this regard, the notice alleged that the information contained in the
report “was false or misleading as to a material fact, or was false or misleading
through the omission of a material fact” in that Evergrande was not insolvent
and nor had it consistently presented fraudulent information to the investing
public. The notice alleged that Mr Left either knew or was reckless or
negligent as to whether the information contained in the report was false or
misleading. The notice further alleged that on the day of publication of the
report “the turnover of Evergrande shares was exceptionally high and the share

price fell significantly”.

4. At this juncture, it needs to be emphasised that the report was based on
an analysis of Evergrande’s own published material (for example, its balance
sheets) considered in conjunction with other relevant material in the public
domain (for example, newspaper reports and internet sources). By way of

illustration, one page of the report (page 41) states:

“CRISIS RED FLAG #2: While Evergrande shamelessly touts its “Cash
Is King” fiscal policy, its debt balances continue to explode.

Evergrande is overleveraged and the Company has no margin for error.

Evergrande continues to haemorrhage case despite showing huge
growth in reported revenues and profitability. Since December 31,
2008, total reported debt has exploded from RMB 15bn to RMB 95bn.
As outlined earlier, Evergrande’s off-balance sheet debt is at least

RMB 23bn, bringing total on-and-off-balance sheet debt at 12/31/2011

[
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to RMB 118bn. Even if Evergrande’s assets were not overstated, its

ratio of debt to equity would be 291%.”

These assertions are followed (on the same page) by a table headed ‘Debt

Summary’.

5. In an application dated 17 September 2015, Mr Left applied to the
Tribunal for an order for the production of documents under s.253(1)(b) of the
Ordinance or, alternatively, for a stay of proceedings under s.253(1)(1) of the

Ordinance. The application was opposed.

0. On behalf of Mr Left, his counsel, Laurence Li, submitted that, on the
basis of the SFC case, the central issue for determination by the Tribunal would
be whether the information disseminated by Mr Left in the report was in fact
false or misleading or, put another way, contrary to what Mr Left had published,
“whether Evergrande was actually solvent and whether in fact it had been
presenting true accounts”. This, submitted Mr Li, required an enquiry into
Evergrande’s true financial position and in turn this demanded a review of its
records and documents. It was for this reason, said Mr Li, that an order for
production of relevant records and documents was being sought. The exact
terms of the order — or perhaps successive orders — would be subject, of course,

to the guidance of the Tribunal.

7. As the Tribunal sees it, in practical terms, if it grants the order, it would
mean that Evergrande would have to make available to those representing
Mr Left all of its records spanning a relatively extensive period of time. These

records would be unlikely to be limited to purely financial records as the report
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spoke of a broad range of matters.! Mr Duncan SC, who appeared for the SFC,
informed the Tribunal that these documents were spread across the Mainland in
numerous repositories. The clear implication was that it would be a mammoth
task to make all the documents available and indeed an equally mammoth task
for those representing Mr left to be able to conduct a coherent study of them.

Although nothing was said of delay, the Tribunal notes that the potential for

delay would have to be alarming.

8. Mr Li, however, saw no alternative. The SFC, he said, relied on three
matters of evidence in order to prove its case. First, it relied on the audited
financial statements of Evergrande; second, it relied on certain analyst reports
which themselves assumed the truthfulness and completeness of the audited
financial statements and, third, it relied on an expert opinion, that expert also
assuming the truthfulness and completeness of the audited financial statements.
In short, at the end of the day everything was reduced to the audited financial
statements. Audited financial statements, however, said Mr Li only went so
far. Audited financial statements were not themselves proof that there had

been no fraud. Fraudulent activities were often — perhaps invariably — hidden

from the auditors.

9. In addition, as Mr Li put it, when a research report sets out an analysis
of the finances of a company and the report is drawn to the conclusion that the
company is essentially insolvent and/or has been presenting fraudulent
information to the public, this means, of course, that the report calls into
question the degree of assurance that the relevant audits are capable of giving.

Accordingly, “citing the audited figures is no logical answer. It is not even

! For example, among many other matters, the report spoke of Evergrande’s off-balance sheet debt related to
“JV buybacks and unpaid land deals” exceeding RMB23 billion. That issue alone - potentially — would require
a study of numerous contracts and correspondence related to those contracts in addition to pure accounting

documents.
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meeting point.” That being the case, there was only one way to determine
whether the information disseminated by Mr Left in the reports was false or
misleading, that was to look beyond the audited statements into primary
documents: hence the request for an order for the production of relevant

documents pursuant to s.253(1)}(b).

10. In opposing the application, Mr Duncan said that the SFC case was not
as openly structured as Mr Li appeared to suggest. It did not require that there
be a return to the fountainhead of Evergrande’s primary documents. The
matter fell to be determined on the basis only of what information was in the
public domain at the time of the report. It was that information which Mr Left
used to compile his report and it was accordingly on that information that his

culpability should be determined.

11. As the Tribunal understands it, it was implicit in Mr Duncan’s
submissions that the SFC accepts that market commentators are entitled, on the
information available in the public sphere at the relevant time, to disseminate
their analysis of the strengths or weaknesses of a particular listed corporation.
That is fair comment, no matter the perceived cogency or weakness of the
comment. What market commentators are not permitted to do, however, is to
distort that information so that, knowingly or being reckless or negligent as to
whether it is the case, what is published constitutes false or misleading
information about the corporation. As the Tribunal understands it, it is within
that last sentence that the SFC case is contained. Hence paragraph 7 of the
synopsis which appears under the heading of ‘Information False or Misleading’

and which states:

“Neither the materials on which Mr left relied (as referred to in the
Citron Report) nor any other available information justified a
conclusion that Evergrande was insolvent or had consistently presented

fraudulent information to the investing public.” [emphasis added]
5
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12. Properly understood, said Mr Duncan, the SFC case does not, therefore,
depend on the production of the myriad documents that lie behind the published
audited financial statements of Evergrande. The SFC case is limited to the
assertion that Mr Left created false or misleading information out of what was
publicly known about the corporation at the time. Any defence, he said, was

to be similarly restrained.

13. Mr Duncan submitted that such restraint would not act unfairly to
Mr Left. To the contrary, only in those circumstances would the enquiry by
this Tribunal be able to look to matters within their true context. At the time
when he made his comments, Mr Left did not have access to Evergrandes’s
accounting material nor other private documents possessed by the corporation.
The best that he could do in the circumstances was to analyse available
information, including the financials of the corporation and available market
information, and then arrive at an educated opinion. It was on that basis that
his culpability should in fairness be judged. That basis, however, did not

require an exploration of Evergrande’s archives.

14. The Tribunal is satisfied that Mr Duncan’s submission must be correct.
At the time when Mr Left compiled his report — as a market commentator and
not an ‘insider’ — the only information available to him was information in the
public domain. It was that information that he used as the basis for asserting
that Evergrande was for all practical purposes insolvent and that it had
consistently presented fraudulent information to the investing public. The SFC
is therefore obliged to present its case on the basis of that information just as
Mr Left is obliged to do so.
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15. In the view of the Tribunal, one way of testing the validity of
Mr Duncan’s submission is to view the matter through the prism of an SFC case
premised on the basis of all primary documents being available to it. It would
clearly be wrong for the SFC to issue a notice on the basis that, while, based on
the information in the public domain at the relevant time, Mr Left was entitled
to come to the findings and to draw the inferences that he did, nevertheless a
study by the SFC of the primary documents in the possession of Evergrande
now proved that those findings and inferences were false or misleading. In
that instance, Mr Left would be found culpable not on the basis of what was in
the public domain, and what was therefore available to him, but on the basis of
what had been dug out of archives containing the private property of
Evergrande and being known only to insiders. Equally, in the view of the
Tribunal, it would not assist Mr Left to say that, although on all the information
known to him at the time, he knew or was reckless or negligent as to whether
his published comments were false or misleading, nevertheless, he should be
given the opportunity to trawl through the primary documents in the archives of

Evergrande to see whether or not there is some vindication to be found in them.

16. Although not determinative, the Tribunal also takes into account the
essential mischief that s.277 seeks to avoid. It is not of itself the publication of
false or misleading information about a listed corporation by a person who
knows or is reckless or negligent as to that fact. The mischief lies in the fact
that such information is likely to induce the investing public to deal in the
securities of the listed corporation and thereby innocently undermine and/or
distort the open and honest workings of the market. The section is there to
protect the integrity of the market. Tt would, however, for all practical
purposes, become almost impossible to employ as a regulatory tool if market
commentators (many of whom wield considerable influence) who are accused
under the section are able to ignore all information in the public domain at the
relevant time, despite the fact that that is the information out of which their

indicted comments arose, and demand instead the right to trawl through the

7
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‘primary documents in the possession of a corporation in the hope that somehow

those primary documents will exonerate them.

17. For the reasons given, the application must be dismissed. There will
be an order nisi awarding costs to the SFC, that order to be made final at the

expiration of 90 days from the date of this ruling, unless an earlier application is

lodged for a different costs order.

The Hon MyJustice Hartrrann
o o

&
(Chairman)
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MARKET MISCONDUCT TRIBUNAL

IN THE MATTER OF DEALINGS IN THE LISTED SECURITIES OF
EVERGRANDE REAL ESTATE GROUP LIMITED

Date of Delivery of Ruling: 23 February 2016

SECOND RULING

1. On 21 June 2012, Mr Andrew Left (“Mr Left”), the publisher of an
Internet website called Citron Research, published a report concerning a
Mainland company listed on the Hong Kong Stock Exchange: Evergrande Real
Estate Group (“Evergrande”). In that report, Mr Left presented detailed
“research and analysis compiled over several months” which, he said,
concluded that Evergrande was essentially “an insolvent company” that had
consistently “presented fraudulent information to the investing public”. These
were allegations of very considerable gravity. Mr Left recommended to readers
that the company represented “a good short opportunity”, it being a company
that had “misled investors”. Mr Left predicted that the endgame for the
company was a certainty. It appears that the report had a material impact on the
market, media outlets reporting that the shares of Evergrande had fallen by
about 11% in its wake. Mr Left accepts that he entered into an exercise of
shortselling and it appears that he profited from that exercise.

2. By notice dated 15 December 2014, the SFC directed this Tribunal to
determine whether Mr Left had been guilty of market misconduct pursuant to
the provisions of 5.277(1) of the Securities and Futures Ordinance by publishing
false or misleading information likely to induce the sale of Evergrande shares,
knowing the information to be false or misleading or being reckless or negligent
as to whether it was so.
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3. On 30 September 2015, counsel representing Mr Left, Mr Laurence
Li, made an application to this Tribunal for an order for the production of
documents. The application was opposed, Mr Peter Duncan SC appearing for

the SFC.

4. Mr Li submitted that the central issue for determination by the
Tribunal would be whether the information disseminated by Mr Left was in fact
false or misleading in that, as a matter of fact, Evergrande was insolvent and
had published fraudulent accounts. This, said Mr Li, demanded an enquiry into
Evergrande’s true financial position and this in turn demanded a review of all
relevant records and documents held by the company. It was for this reason,
said Mr Li, that an order for production of documents was being sought. As
Mr Li put it, audited statements and the like were not themselves proof that
there had been no fraud. Fraudulent activities, almost invariably, were hidden
from the auditors.

5. In opposing the application, Mr Duncan said that for the enquiry to be
fairly conducted it was not necessary for there to be a return to Evergrande’s
copious primary documents held in numerous repositories in the Mainland. As
I expressed Mr Duncan’s submissions in my ruling of 27 October 2015, a copy
of which is next to this ruling as Annexure A, “the matter fell to be determined
on the basis only of what information was in the public domain at the time of
the report. It was that information which Mr Left used to compile his report and
it was accordingly on that information that his culpability should be determined.”

6. In this regard, the synopsis which accompanied (and was part of) the
SFC notice dated 15 December 2014 made clear that Mr Left’s culpability was
being judged on the limited basis of information upon which he had relied or
other information available to him at the time. Paragraph 7 of the synopsis
states: “Neither the materials on which Mr Left relied (as referred to in the
Citron Report) nor any other available information justified a conclusion that
Evergrande was insolvent or had consistently presented fraudulent information
to the investing public.”
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7. In my ruling, I found that Mr Duncan’s submissions had to be correct.
In this regard, I said: “At the time when Mr Left compiled his report — as a
market commentator and not an insider — the only information available to him
was information in the public domain. It was that information that he used as
the basis for asserting that Evergrande was for all practical purposes insolvent
and that it had consistently presented fraudulent information to the investing
public. The SFC is therefore obliged to present its case on the basis of that
information just as Mr Left is obliged to do so.”

8. On the basis of Mr Duncan’s submissions, and on the basis of my
original ruling, Mr Li now seeks — at the beginning of the hearing itself — a
further order amplifying my original order. Mr Li submits that, as Mr Left’s
culpability falls to be determined on the basis only of what information was in
the public domain at the time he published his report, this Tribunal should
refuse to consider any evidence arising after the publication of the report. As I
have understood his submissions, Mr Li has sought a strict interpretation of this
limitation.

9. Mr Li accepts that the strict interpretation that he seeks may well lead
to some ‘strange’ results. By way of example, in the report Mr Left spoke of
Evergrande’s “untoward land acquisition activities” that were in gross violation
of the Mainland’s “idle use laws” to the extent that, should the authorities
enforce these laws, Evergrande “cannot survive”. During the course of
submissions, I put it to Mr Li that, in accordance with the limitation on the
hearing of evidence sought by him, even if, after the publication of the report,
there was evidence that the authorities had in fact proceeded to forfeit land
under the “idle use” laws, that evidence could not be considered by the Tribunal,
even though it may well support the strength and integrity of Mr Left’s analysis
contained in his report. Mr Li accepted that would be the case.

10. In my judgment, my ruling never intended any such artificial
limitation. I agree with Mr Duncan that, in making his submissions, Mr Li has
taken my ruling out of context.
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11. [ start from a point referred to in my original ruling. Analysts and
market commentators fulfil a fundamental role in the transparent and efficient
workings of the market. Not being insiders (and having access thereby to inside
information), they are required essentially to base their analyses on information
in the public domain. Published reports containing their analyses, no matter the
perceived cogency or weakness of their conclusions, constitute legitimate
comment. That being the case, it would be fundamentally unfair to find an
analyst or market commentators to be culpable in respect of a report reasonably
and properly based on information in the public domain simply because,
unknown to him, in some private repository there was data which, when given
the light of day, materially refuted the contents of his report. What such
analysts or market commentators are not permitted to do, however, is
knowingly, or being reckless or negligent as to whether it is the case, to distort
the information that is available to them, rendering it false or misleading, and
thereby undermining the integrity of the market. I am satisfied that, on any
reasonable reading, my original ruling was limited only to ensure the integrity
of these observations and did not encompass any prohibition on the Tribunal
considering evidence on the basis only that it arose after the date of publication
of the report.

12. Accordingly, in light of these observations, the narrow question to be
asked is as follows: whatever its provenance or timing, is the evidence probative
of whether, judged on the materials in the public domain at the time of
publication of the report, Mr Left disseminated false or misleading information?
If so, prima facie, the evidence may be heard.

13. In light of this, it seems to me that evidence of the following kind
may assist the Tribunal in fulfilling its mandate and be admissible:

a) evidence of reaction, for example, the reaction to Mr Left’s
report by other analysts or market commentators in so far as it is
not based upon material coming into the public domain after the
publication of the report;
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b) evidence of the reaction of Evergrande itself in so far as it is not
based upon material coming into the public domain after the
publication of the report';

c¢) evidence of the reaction of Evergrande’s auditors and the basis
upon which they, in their capacity as auditors, refute assertions
contained in the report; again, however, such evidence would not
be considered by the Tribunal if it was based on matters not in
the public domain at the time of the publication of the report:
such matters including accounting information and, if relevant,
private choices as to the adoption of any particular accountancy
methods;

d) evidence of matters that may not have been explicitly placed into
the public domain at the time of the publication of the report but
which would, or should, have been understood by analysts and
market commentators such as Mr Left, for example, standard
accountancy practices applicable to the making up and
presentation of audited accounts by listed companies” or the
manner in which listed corporations, acting in accordance with
required codes of conduct and regulations, may act;

e) expert evidence seeking to demonstrate that Mr Left’s report was
false and/or misleading to the extent that such evidence does not
encompass material coming into the public domain after the
publication of the report.

13. The individual instances detailed above are not to be taken as
exhaustive. They are essentially examples intended to illustrate the approach

i!:n,/ way of illustration, information retrieved by Evergrande from its archives in order to refute assertions
made in the report would not itself be admissible, that is, open to consideration by the Tribunal, whether
published by the company or by market commentators to whom the information was passed. Such
information would not be open for consideration on the basis that it was not in the public domain and

therefore not available to Mr Left when he was preparing his report.

2 by way of illustration, during the course of submissions reference was made to the fact that large sums of
money expended by Evergrande on its professional football team was principally for purposes of advertising.
Information specifically to that effect may not have been in the public domain at the time of publication of the
report but would, or should, have been understood by analysts and market commentators as one of the
principal reasons why listed companies invest in sporting teams.

5
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that will be adopted in determining what evidence falls for consideration and
what does not.

14. As 1 emphasised on several occasions during the course of
submissions, the Tribunal is well aware of the fact that, even though evidence
may be probative, basic tenets of fairness may dictate that it should not fall for
consideration. Fairness, of course, is a neutral concept ensuring no more than
the integrity of the process of enquiry.

15. Again, as emphasised on several occasions during the course of
submissions, I do not consider it possible to anticipate each and every issue of
‘admissibility’ that may fall for resolution as a result of this ruling. In so far as
is necessary, the Tribunal will therefore make decisions as and when the need
arises. 1 do not see this as placing any particular difficulties in the way of the
enquiry. Witnesses can be asked if evidence they are giving is based on
material that only came into the public domain after the publication of the report
and on that basis, if necessary, a ruling can be made.

16. No doubt, the Tribunal will be asked to consider blocs of evidential
material while disregarding certain aspects of them. For a professional Tribunal
that presents no difficulties: it is bread-and-butter fare. The members may not
be legally trained but they are persons of eminence in the financial field and are
well capable, when clearly instructed, of following such instructions in their
assessment of the evidence generally.

17. Finally, mention should be made of a submission made by Mr Li that,
if his strict interpretation of my original ruling was not followed, it would
effectively mean that he would have to meet a new case, a case, that is, for
which Mr Left had not prepared. I do not see that this ruling, based on what I
consider to be an ordinary reading of my original ruling, should present Mr Left
with any matters of evidence which he should not have anticipated. That said,
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as indicated earlier, the Tribunal is aware of the need for fairness in ensuring the
integrity of the enquiry and will not be deaf to individual applications.

| (Chairman)
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Para. 4.1 of the Second Clarification Announcement published by Evergrande Real
Esate Limited dated 22 June 2012 —

4.1 The method used by the Report to estimate the valuation of investment properties is wrong.

According to HKFRS 40, the fair value of the investment property means the voluntary
exchange price of real estate between informed parties in arm’s length transaction. In
determining the fair value of the investment property, reference should be made to the current
market price of the same or similar type of properties available in active market (market
public price). If current market prices of the same or similar type of properties are not
available, recent transaction prices of the same or similar type of properties in active market
can be used as reference, along with certain factors such as circumstances of the transaction,
the transaction date, and the placed located. Thus, a reasonable estimation of the fair value of
the investment property will be made. In addition, the estimation can be based on the
estimated future rental income and the current value of the related cash flow.

A number of investment properties of the Company are under construction (representing about
31% of the total investment property), and no rental income is generated. Part of the
constructed investment properties are located in communities with low occupancy rate, the
rental income of the properties are still at a low level. As the communities develop gradually,
the future rental income is expected to increase progressively. In estimating the fair value of
the investment property, the Company has given full consideration to the impact of the above-
mentioned factors, and reference has been made to the valuation conducted by independent
valuer in accordance with the requirements of the HKFRS.

Therefore, it is erroneous and highly misleading to estimate the fair value of investment
properties of the Company by using current rental income only.
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