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Item 1.  Schedule of Investments.

The Fund�s schedule of investments as of the close of the reporting period prepared pursuant to Rule 12-12 of Regulation S-X is as follows:
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Morgan Stanley China A Share Fund, Inc.

Portfolio of Investments

Third Quarter Report

September 30, 2016 (unaudited)

Shares
Value
(000)

Common Stocks (99.9%)
Automobiles (3.6%)
SAIC Motor Corp., Ltd., Class A 5,166,576 $ 16,956

Banks (9.9%)
China Construction Bank Corp., Class A 19,855,302 15,431
Industrial & Commercial Bank of China Ltd., Class A 47,718,700 31,692

47,123
Beverages (3.5%)
Tsingtao Brewery Co., Ltd., Class A 2,208,600 10,548
Tsingtao Brewery Co., Ltd. H Shares (a) 1,600,000 6,272

16,820
Capital Markets (1.7%)
CITIC Securities Co., Ltd., Class A 3,414,872 8,256

Chemicals (1.9%)
Kingenta Ecological Engineering Group Co., Ltd., Class A 7,572,800 8,962

Construction Materials (1.2%)
Anhui Conch Cement Co., Ltd., Class A 2,319,114 5,859

Electrical Equipment (5.3%)
Henan Pinggao Electric Co., Ltd., Class A 3,811,269 9,854
NARI Technology Co., Ltd., Class A 2,852,900 6,991
XJ Electric Co., Ltd., Class A 3,722,045 8,200

25,045
Electronic Equipment, Instruments & Components (3.4%)
GoerTek, Inc., Class A 1,953,826 8,844
Universal Scientific Industrial Shanghai Co., Ltd., Class A 4,219,000 7,190

16,034
Food & Staples Retailing (3.0%)
Zhongbai Holdings Group Co., Ltd., Class A (b) 12,344,388 14,276

Food Products (2.9%)
Inner Mongolia Yili Industrial Group Co., Ltd., Class A 5,645,500 13,636

Health Care Providers & Services (4.6%)
Shanghai Pharmaceuticals Holding Co., Ltd., Class A 7,399,918 21,945

Hotels, Restaurants & Leisure (9.5%)
China CYTS Tours Holding Co., Ltd., Class A 2,252,472 6,922
China International Travel Service Corp., Ltd., Class A 2,521,599 17,071
Shenzhen Overseas Chinese Town Co., Ltd., Class A 17,601,566 18,485
Tsui Wah Holdings Ltd. 14,696,000 2,748

45,226
Household Durables (4.1%)
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Qingdao Haier Co., Ltd., Class A 12,692,845 19,325

Independent Power Producers & Energy Traders (1.0%)
China National Nuclear Power Co., Ltd., Class A 20,000 20
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China Yangtze Power Co., Ltd., Class A 2,453,058 4,889
4,909

Insurance (4.9%)
China Pacific Insurance Group Co., Ltd., Class A 5,437,300 23,438

Media (3.5%)
China South Publishing & Media Group Co., Ltd., Class A 6,181,561 16,587

Multi-line Retail (1.1%)
Wangfujing Group Co., Ltd., Class A 2,122,371 5,186

Oil, Gas & Consumable Fuels (4.0%)
China Petroleum & Chemical Corp., Class A 25,716,916 18,767

Pharmaceuticals (14.0%)
China Resources Sanjiu Medical & Pharmaceutical Co., Ltd., Class A 10,054,212 38,558
Dong-E-E-Jiao Co., Ltd., Class A 533,490 4,772
Yunnan Baiyao Group Co., Ltd., Class A 2,229,360 23,139

66,469
Real Estate Management & Development (1.9%)
China Overseas Grand Oceans Group Ltd. (a)(b) 16,367,000 5,316
Poly Real Estate Group Co., Ltd., Class A 2,715,429 3,915

9,231
Road & Rail (2.0%)
Daqin Railway Co., Ltd., Class A 9,968,900 9,482

Transportation Infrastructure (12.9%)
Jiangsu Expressway Co., Ltd., Class A 32,675,200 43,391
Shanghai International Airport Co., Ltd., Class A 1,768,397 7,162
Shenzhen Airport Co., Class A 8,000,900 10,639

61,192
Total Common Stocks (Cost $470,735) 474,724
Short-Term Investment (0.5%)
Investment Company (0.5%)
Morgan Stanley Institutional Liquidity Funds - Government Portfolio - Institutional
Class (c) (Cost $2,293) 2,293,425 2,293
Total Investments (100.4%) (Cost $473,028) (d)(e)(f) 477,017
Liabilities in Excess of Other Assets (-0.4%) (2,074)
Net Assets (100.0%) $ 474,943

(a) Security trades on the Hong Kong exchange.
(b) Non-income producing security.
(c) The Fund invests in the Institutional Class of the Morgan Stanley Institutional Liquidity Funds - Government Portfolio - (the �Liquidity

Funds�), an open-end management investment company managed by the Adviser. Advisory fees paid by the Fund are reduced by an
amount equal to its pro-rata share of the advisory and administration fees paid by the Fund due to its investment in the Liquidity
Funds. For the nine months ended September 30, 2016, advisory fees paid were reduced by approximately $1,000 relating to the
Fund�s investment in the Liquidity Funds.

(d) The approximate fair value and percentage of net assets, $461,088,000 and 97.1%, respectively, represent the securities that have been
fair valued under the fair valuation policy for international investments as described in the Notes to the Portfolio of Investments.
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(e) The Fund is permitted to purchase and sell securities (�cross-trade�) from and to other Morgan Stanley Funds as well as other funds and
client accounts for which the Adviser or an affiliate of the Adviser serves as investment adviser, pursuant to procedures approved by
the Directors in compliance with Rule 17a-7 under the Act (the �Rule�). Each cross-trade is executed at the current market price in
compliance with provisions of the Rule. For the nine months ended September 30, 2016, the Fund did not engage in any cross-trade
transactions.

(f) At September 30, 2016, the aggregate cost for federal income tax purposes approximates the aggregate cost for book purposes. The
aggregate gross unrealized appreciation is approximately $24,245,000 and the aggregate gross unrealized depreciation is
approximately $20,256,000 resulting in net unrealized appreciation of approximately $3,989,000.
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Portfolio Composition

Classification
Percentage of

Total Investments
Other* 48.6%
Pharmaceuticals 13.9
Transportation Infrastructure 12.8
Banks 9.9
Hotels, Restaurants & Leisure 9.5
Electrical Equipment 5.3
Total Investments 100.0%

* Industries and/or investment types representing less than 5% of total investments.

Edgar Filing: Morgan Stanley China A Share Fund, Inc. - Form N-Q

7



Morgan Stanley China A Share Fund, Inc.

Notes to the Portfolio of Investments • September 30, 2016 (unaudited)

Security Valuation: (1) An equity portfolio security listed or traded on an exchange is valued at its latest reported sales
price (or at the exchange official closing price if such exchange reports an official closing price), and if there were no
sales on a given day and if there is no official exchange closing price for that day, the security is valued at the mean
between the last reported bid and asked prices if such bid and asked prices are available on the relevant exchanges;
(2) all other equity portfolio securities for which over-the-counter (�OTC�) market quotations are readily available are
valued at the latest reported sales price (or at the market official closing price if such market reports an official closing
price), and if there was no trading in the security on a given day and if there is no official closing price from relevant
markets for that day, the security is valued at the mean between the last reported bid and asked prices if such bid and
asked prices are available on the relevant markets. Listed equity securities not traded on the valuation date with no
reported bid and asked prices available on the exchange are valued at the mean between the current bid and asked
prices obtained from one or more reputable brokers or dealers. An unlisted equity security that does not trade on the
valuation date and for which bid and asked prices from the relevant markets are unavailable is valued at the mean
between the current bid and asked prices obtained from one or more reputable brokers or dealers. In cases where a
security is traded on more than one exchange, the security is valued on the exchange designated as the primary
market; (3) certain portfolio securities may be valued by an outside pricing service/vendor approved by the Fund�s
Board of Directors (the �Directors�). The pricing service/vendor may employ a pricing model that takes into account,
among other things, bids, yield spreads, and/or other market data and specific security characteristics. Alternatively, if
a valuation is not available from an outside pricing service/vendor, and the security trades on an exchange, the
security may be valued at its latest reported sale price (or at the exchange official closing price if such exchange
reports an official closing price), prior to the time when assets are valued. If there are no sales on a given day and if
there is no official exchange closing price for that day, the security is valued at the mean between the last reported bid
and asked prices if such bid and asked prices are available in the relevant exchanges; (4) when market quotations are
not readily available, including circumstances under which Morgan Stanley Investment Management Inc. (the
�Adviser�) or Morgan Stanley Investment Management Company (�MSIM Company�) (the �Sub-Adviser�) determines that
the closing price, last sale price or the mean between the last reported bid and asked prices are not reflective of a
security�s market value, portfolio securities are valued at their fair value as determined in good faith under procedures
established by and under the general supervision of the Directors. Occasionally, developments affecting the closing
prices of securities and other assets may occur between the times at which valuations of such securities are determined
(that is, close of the foreign market on which the securities trade) and the close of business of the New York Stock
Exchange (�NYSE�).  If developments occur during such periods that are expected to materially affect the value of such
securities, such valuations may be adjusted to reflect the estimated fair value of such securities as of the close of the
NYSE, as determined in good faith by the Directors or by the Adviser using a pricing service and/or procedures
approved by the Directors; (5) quotations of foreign portfolio securities, other assets and liabilities and forward
contracts stated in foreign currency are translated into United States dollar equivalents at the prevailing market rates
prior to the close of the NYSE; and (6) investments in mutual funds, including the Morgan Stanley Institutional
Liquidity Funds, are valued at the net asset value as of the close of each business day.

The Directors have responsibility for determining in good faith the fair value of the investments, and the Directors may
appoint others, such as the Fund�s Adviser or a valuation committee, to assist the Directors in determining fair value
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and to make the actual calculations pursuant to the fair valuation methodologies previously approved by the Directors.
Under procedures approved by the Directors, the Fund�s Adviser has formed a Valuation Committee whose members
are approved by the Directors. The Valuation Committee provides administration and oversight of the Fund�s valuation
policies and procedures, which are reviewed at least annually by the Directors. These procedures allow the Fund to
utilize independent pricing services, quotations from securities and financial instrument dealers, and other market
sources to determine fair value.

The Fund has procedures to determine the fair value of securities and other financial instruments for which market prices are not readily
available. Under these procedures, the Valuation Committee convenes on a regular and ad hoc basis to review such securities and considers a
number of factors, including valuation methodologies and significant unobservable valuation inputs, when arriving at fair value. The Valuation
Committee may employ a market-based approach which may use related or comparable assets or liabilities, recent transactions, market
multiples, book values, and other relevant information for the investment to determine the fair value of the investment. An income-based
valuation approach may also be used in which the anticipated future cash flows of the investment are discounted to calculate fair value.
Discounts may also be applied due to the nature or duration of any restrictions on the disposition of the investments. Due to the inherent
uncertainty of valuations of such investments, the fair values may differ significantly from the values that would have been used had an active
market existed. The Valuation Committee employs various methods for calibrating these valuation approaches including a regular review of
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valuation methodologies, key inputs and assumptions, transactional back-testing or disposition analysis, and reviews of
any related market activity.

Fair Value Measurement: Financial Accounting Standards Board (�FASB�) Accounting Standards CodificationTM (�ASC�)
820, �Fair Value Measurement� (�ASC 820�), defines fair value as the value that the Fund would receive to sell an
investment or pay to transfer a liability in a timely transaction with an independent buyer in the principal market, or in
the absence of a principal market the most advantageous market for the investment or liability. ASC 820 establishes a
three-tier hierarchy to distinguish between (1) inputs that reflect the assumptions market participants would use in
valuing an asset or liability developed based on market data obtained from sources independent of the reporting entity
(observable inputs) and (2) inputs that reflect the reporting entity�s own assumptions about the assumptions market
participants would use in valuing an asset or liability developed based on the best information available in the
circumstances (unobservable inputs) and to establish classification of fair value measurements for disclosure purposes.
Various inputs are used in determining the value of the Fund�s investments. The inputs are summarized in the three
broad levels listed below.

• Level 1 � unadjusted quoted prices in active markets for identical investments

• Level 2 � other significant observable inputs (including quoted prices for similar investments, interest rates,
prepayment speeds, credit risk, etc.)

• Level 3 � significant unobservable inputs including the Fund�s own assumptions in determining the fair value of
investments.  Factors considered in making this determination may include, but are not limited to, information
obtained by contacting the issuer, analysts, or the appropriate stock exchange (for exchange-traded securities),
analysis of the issuer�s financial statements or other available documents and, if necessary, available information
concerning other securities in similar circumstances

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in those securities
and the determination of the significance of a particular input to the fair value measurement in its entirety requires judgment and considers
factors specific to each security.

The following is a summary of the inputs used to value the Fund�s investments as of September 30, 2016.

Investment Type Level 1
Unadjusted
quoted
prices
(000)

Level 2
Other

significant
observable
inputs

Level 3
Significant
unobservable

inputs
(000)

Total
(000)

Edgar Filing: Morgan Stanley China A Share Fund, Inc. - Form N-Q

10



(000)
Assets:
Common Stocks
Automobiles $ � $ 16,956 $ � $ 16,956
Banks � 47,123 � 47,123
Beverages � 16,820 � 16,820
Capital Markets � 8,256 � 8,256
Chemicals � 8,962 � 8,962
Construction Materials � 5,859 � 5,859
Electrical Equipment � 25,045 � 25,045
Electronic Equipment, Instruments & Components � 16,034 � 16,034
Food & Staples Retailing � 14,276 � 14,276
Food Products 13,636 � � 13,636
Health Care Providers & Services � 21,945 � 21,945
Hotels, Restaurants & Leisure � 45,226 � 45,226
Household Durables � 19,325 � 19,325
Independent Power Producers & Energy Traders � 4,909 � 4,909
Insurance � 23,438 � 23,438
Media � 16,587 � 16,587
Multi-line Retail � 5,186 � 5,186
Oil, Gas & Consumable Fuels � 18,767 � 18,767
Pharmaceuticals � 66,469 � 66,469
Real Estate Management & Development � 9,231 � 9,231
Road & Rail � 9,482 � 9,482
Transportation Infrastructure � 61,192 � 61,192
Total Common Stocks 13,636 461,088 � 474,724
Short-Term Investment
Investment Company 2,293 � � 2,293
Total Assets $ 15,929 $ 461,088 $ � $ 477,017

Transfers between investment levels may occur as the markets fluctuate and/or the availability of data used in an investment�s valuation changes.
The Fund recognizes transfers between the levels as of the end of the period. As of September 30, 2016, securities with
a total value of approximately $29,180,000 transferred from Level 1 to Level 2. Securities that were valued using
unadjusted quoted prices at December 31, 2015 were valued using other significant observable inputs at
September 30, 2016. As of September 30, 2016, securities with a total value of approximately $13,636,000 transferred
from Level 2 to Level 1. Securities that were valued using other significant observable inputs at December 31, 2015
were valued using unadjusted quoted prices at September 30, 2016. At September 30, 2016, the fair value of certain
securities were adjusted due to developments which occurred between the time of the close of the foreign markets on
which they trade and the close of business on the NYSE which resulted in their Level 2 classification.
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Item 2.  Controls and Procedures.

(a) The Fund�s principal executive officer and principal financial officer have concluded that the Fund�s disclosure controls and procedures are
sufficient to ensure that information required to be disclosed by the Fund in this Form N-Q was recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission�s rules and forms, based upon such officers� evaluation of these
controls and procedures as of a date within 90 days of the filing date of the report.

(b)  There were no changes in the Fund�s internal control over financial reporting that occurred during the registrant�s fiscal quarter that has
materially affected, or is reasonably likely to materially affect, the Fund�s internal control over financial reporting.

Item 3.  Exhibits.

(a) A separate certification for each principal executive officer and principal financial officer of the registrant are attached hereto.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Morgan Stanley China A Share Fund, Inc.

/s/ John H. Gernon
John H. Gernon
Principal Executive Officer
November 17, 2016

Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, this report has been signed by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ John H. Gernon
John H. Gernon
Principal Executive Officer
November 17, 2016

/s/ Francis Smith
Francis Smith
Principal Financial Officer
November 17, 2016

SIZE=2>        Conveyance of notices and other communications by DTC to direct participants, by direct participants
to indirect participants and by direct and indirect participants to beneficial owners (including, by Clearstream,
Luxembourg or Euroclear, as applicable) will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time.

Book-Entry Format

        Under the book-entry format, the trustee will pay interest or principal payments to Cede & Co., as nominee of DTC. DTC will forward the
payment to the direct participants, who will then forward the payment to the indirect participants or to the beneficial owners. You may
experience some delay in receiving your payments under this system.

        Initial settlement for the global notes will be made in immediately available funds. Secondary market trading between DTC's participants
will occur in the ordinary way in accordance with DTC's rules and will be settled in immediately available funds using DTC's Same-Day Funds
Settlement System. Secondary market trading between Clearstream, Luxembourg customers and/or Euroclear participants will occur in the
ordinary way in accordance with the applicable rules and operating procedures of Clearstream, Luxembourg and the Euroclear System and will
be settled using the procedures applicable to conventional Eurobonds in immediately available funds.

        Cross-market transfers between persons holding directly or indirectly through DTC on the one hand, and directly or indirectly through
Clearstream, Luxembourg customers or Euroclear participants, on the other, will be effected through DTC in accordance with DTC's rules on
behalf of the relevant European international clearing system by its U.S. depositary, however, these cross-market transactions will require
delivery of instructions to the relevant European international clearing system by the counterparty in the clearing system in accordance with its
rules and procedures and within its established deadlines (European time). The relevant European international clearing system will, if the
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transaction meets its settlement requirements, deliver instructions to its U.S. depositary to take action to effect final settlement on its behalf by
delivering interests in the notes to or receiving interests in the notes from DTC, and making or receiving payment in accordance with normal
procedures for same-day funds settlement applicable to DTC. Clearstream, Luxembourg customers and Euroclear participants may not deliver
instructions directly to their respective U.S. depositaries.

        Because of time-zone differences, credits of interests in the notes received in Clearstream, Luxembourg or the Euroclear System as a result
of a transaction with a DTC participant will be made during subsequent securities settlement processing and dated the business day following
DTC settlement date. Credits of interests or any transactions involving interests in the notes received in Clearstream, Luxembourg or the
Euroclear System as a result of a transaction with a DTC participant and settled during subsequent securities settlement processing will be
reported to the relevant

45
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Clearstream, Luxembourg customers or Euroclear participants on the business day following DTC settlement date. Cash received in
Clearstream, Luxembourg or the Euroclear System as a result of sales of interests in the notes by or through a Clearstream, Luxembourg
customer or a Euroclear participant to a DTC participant will be received with value on the DTC settlement date but will be available in the
relevant Clearstream, Luxembourg or Euroclear cash account only as of the business day following settlement in DTC.

        Although DTC, Clearstream, Luxembourg and the Euroclear operator have agreed to the foregoing procedures in order to facilitate transfers
of interests in the notes among participants of DTC, Clearstream, Luxembourg and Euroclear, they are under no obligation to perform or
continue to perform the foregoing procedures and these procedures may be changed or discontinued at any time.

        The trustee will not recognize you as a holder under the indenture, and you can only exercise the rights of a holder indirectly through DTC
and its direct participants. DTC has advised us that it will only take action regarding a note if one or more of the direct participants to whom the
note is credited direct DTC to take such action. DTC can only act on behalf of its direct participants. Your ability to pledge notes to indirect
participants, and to take other actions, may be limited because you will not possess a physical certificate that represents your notes.

Certificated Notes

        Unless and until they are exchanged, in whole or in part, for notes in definitive form in accordance with the terms of the notes, the notes
may not be transferred except as a whole by DTC to a nominee of DTC; as a whole by a nominee of DTC to DTC or another nominee of DTC;
or as a whole by DTC or nominee of DTC to a successor of DTC or a nominee of such successor.

        We will issue notes to you or your nominees, in fully certificated registered form, rather than to DTC or its nominees, only if:

�
we advise the trustee in writing that DTC is no longer willing or able to discharge its responsibilities properly or that DTC is
no longer a registered clearing agency under the Exchange Act, and the trustee or we are unable to locate a qualified
successor within 90 days; or

�
we, at our option, elect to terminate use of the book-entry system through DTC.

        If any of the two above events occurs, DTC is required to notify all direct participants that notes in fully certificated registered form are
available through DTC. DTC will then surrender the global notes along with instructions for re-registration. The trustee will re-issue the notes in
full certificated registered form and will recognize the registered holders of the certificated notes as holders under the senior subordinated
indenture.

Registration Rights

        We entered into a registration rights agreement with the Initial Purchasers pursuant to which we agreed, at our expense, for the benefit of
the holders, to file with the SEC a shelf registration statement covering resale of the notes and the ordinary shares issued upon conversion of the
notes within 90 days after the first date of original issuance of the notes. We will use commercially reasonable efforts to cause the shelf
registration statement to become effective within 210 days of such first date of original issuance, and to keep a shelf registration statement
effective until the earlier of (i) the sale pursuant to Rule 144 under the Securities Act or a shelf registration statement of all the securities
registered thereunder and (ii) the expiration of the holding period applicable to such securities held by persons that are not our affiliates under
Rule 144(k) under the Securities Act or any successor provision, subject to certain permitted exceptions. We will be permitted to suspend the use
of a prospectus that is part of a shelf registration statement under certain circumstances relating to corporate developments, public filings with
the SEC and similar events for a period not to exceed

46
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30 days in any three-month period and not to exceed an aggregate of 90 days in any 12-month period. We have agreed to pay predetermined
additional amounts as described herein ("additional amounts") to holders of the notes and holders of ordinary shares issuable upon conversion of
the notes if a shelf registration statement is not timely filed or made effective or if the prospectus is unavailable for the periods in excess of those
permitted above. Such additional amounts shall accrue until such failure to file or become effective or unavailability is cured, (i) in respect of
any notes, at a rate per year equal to 0.25% for the first 90 day period after the occurrence of such event and 0.50% thereafter of the applicable
principal amount (as defined below) thereof and, (ii) in respect of any ordinary shares issued upon conversion at a rate per year equal to 0.25%
for the first 90 day period and 0.50% thereafter of the then applicable conversion price (as defined below). So long as the failure to file or
become effective or unavailability continues, we will pay additional amounts in cash on March 15 and September 15 of each year to the holders
of record of the notes or ordinary shares on the immediately preceding March 1 and September 1. When such registration default is cured,
accrued and unpaid additional amounts will be paid in cash to the record holder as of the date of such cure.

        A holder who sells notes and ordinary shares issued upon conversion of the notes pursuant to the shelf registration statement generally will
be required to be named as a selling securityholder in the related prospectus, deliver a prospectus to purchasers and be bound by certain
provisions of the registration rights agreement that are applicable to such holder, including certain indemnification provisions. We will pay all
expenses of a shelf registration statement, provide to each registered holder copies of such prospectus, notify each registered holder when the
shelf registration statement has become effective and take certain other actions as are required to permit, subject to the foregoing, unrestricted
resales of the notes and the ordinary shares issued upon conversion of the notes.

        The term "conversion price" means, as of any date of determination, the principal amount of notes as of such date of determination divided
by the conversion rate in effect as of such date of determination or, if no notes are then outstanding, the conversion rate that would be in effect
were notes then outstanding.

        We agreed in the registration rights agreement to give notice to all holders of the filing and effectiveness of a shelf registration statement by
release made to Reuters Economic Services and Bloomberg Business News or other reasonable means of distribution. Holders are required to
complete and deliver a questionnaire prior to the effectiveness of a shelf registration statement so that such holder may be named as a selling
securityholder in the related prospectus. Upon receipt of such a completed questionnaire, together with such other information as may be
reasonably requested by us, from a holder following the effectiveness of a shelf registration statement, we will, as promptly as practicable, file
such amendments to a shelf registration statement or supplements to a related prospectus as are necessary to permit such holder to deliver such
prospectus to purchasers of notes and our ordinary shares issuable upon conversion of the notes, subject to our right to suspend the use of the
prospectus as described above. Any holder that does not complete and deliver a questionnaire or provide such other information will not be
named as a selling security holder in the prospectus and therefore will not be permitted to sell the notes or our ordinary shares issuable upon
conversion of the notes pursuant to the shelf registration statement.
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DESCRIPTION OF THE ORDINARY SHARES

        The following summarizes certain provisions of our Memorandum of Association (the "Memorandum") and the Articles of Association, as
amended (the "Articles"). Such summaries do not purport to be complete and are subject to, and are qualified in their entirety by reference to, all
of the provisions of the Memorandum and the Articles, including the definitions thereof to certain terms. Copies of the Memorandum and
Articles will be provided upon request.

General

        The authorized share capital of the company consists of one class of 75,000,000 ordinary shares, par value $0.01 per share, of which
47,402,779 shares were outstanding as of June 9, 2004.

Shares

        The ordinary shares issuable upon conversion of the notes are validly issued, fully paid and nonassessable. There are no provisions of
Cayman Islands law or Apex Limited's Articles of Association which impose any limitation on the rights of shareholders to hold or vote
ordinary shares by reason of their not being resident of the Cayman Islands.

Dividend Rights

        Holders of ordinary shares are entitled to receive dividends ratably when and as declared by the board of directors out of funds legally
available therefor.

Liquidation

        In the event of any dissolution, liquidation or winding up of Apex Limited, whether voluntary or involuntary, after there shall have been
paid or set aside for payment to the holders of any outstanding shares ranking senior to the shares as to distribution on liquidation, distribution or
winding up, the full amount to which they shall be entitled, the holders of the then outstanding ordinary shares shall be entitled to receive, pro
rata according to the number of ordinary shares registered in the names of such shareholders, any of our remaining assets available for
distribution to our shareholders; provided, if, at such time, the holder of ordinary shares has any outstanding debts, liabilities or engagements to
or with us (whether presently payable or not, either alone or jointly with any other person, whether a shareholder or not (including, without
limitation, any liability associated with the unpaid purchase price of such ordinary shares)), the liquidator appointed to oversee our liquidation
shall deduct from the amount payable in respect of such ordinary shares the aggregate amount of such debts, liabilities and engagements and
apply such amount to any of such holder's debts, liabilities or engagements to or with us (whether presently payable or not). The liquidator may
distribute, in kind, to the holders of the ordinary shares remaining assets or may sell, transfer or otherwise dispose of all or any part of such
remaining assets to any other corporation, trust or entity and receive payment therefor in cash, shares or obligations of such other corporation,
trust or entity or any combination thereof, and may sell all or any part of the consideration so received, and may distribute the consideration
received or any balance or proceeds thereof to holders of the ordinary shares.

Voting Rights

        The Articles provide that the quorum required for a general meeting of the shareholders is not less than one shareholder present in person or
by proxy holding at least 50 percent of the issued and outstanding shares entitled to vote at such meeting. Subject to applicable law and any
provision of the Articles requiring a greater majority, we may from time to time by special resolution alter or amend the Memorandum or
Articles; voluntarily liquidate, dissolve or wind- up our affairs; reduce our share
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capital or any capital, redemption or reserve funds, or any share premium account; or change our name or alter our objects.

        Each shareholder is entitled to one vote per share on all matters submitted to a vote of shareholders at any such meeting. All matters,
including the election of directors, voted upon at any duly held shareholders' meeting shall be carried by ordinary resolution, except (i) approval
of a merger, consolidation or amalgamation which requires (in addition to any regulatory or court approvals) the approval of at least seventy-five
percent of the outstanding voting shares, voting together as a single class; (ii) any matter that must be approved by special resolution, including
any amendment of the Memorandum and Articles; and (iii) as otherwise provided in the Articles. A special resolution requires the approval of at
least two-thirds of the votes cast by holders of the outstanding voting shares voting together as a s ingle class represented in person or by proxy
at a duly convened meeting. An ordinary resolution requires the approval of a simple majority of votes cast at a meeting of shareholders
represented in person or by proxy.

        The Articles provide that, except as otherwise required by law and subject to the rights of the holders of any class or series of shares we
have issued having a preference over the ordinary shares as to dividends or upon liquidation to elect directors in specified circumstances,
extraordinary general meetings of the shareholders may be called only by (i) the directors or (ii) at the request in writing of shareholders owning
at least 25 percent of the outstanding shares generally entitled to vote.

        The ordinary shares have noncumulative voting rights, which means that the holders of a majority of the ordinary shares may elect all of
our directors and, in such event, the holders of the remaining ordinary shares will not be able to elect any directors. Our board of directors is
presently divided into three classes, of three directors each. At present, each class is elected for a term of three years, with the result that
shareholders will not vote for the election of a majority of directors in any single year. Pursuant to the Articles, directors may be removed by the
shareholders only with the vote of 80 percent of the outstanding shares generally entitled to vote. The classified board provision and the removal
of directors by shareholder provision can only be amended with the vote of 80 percent of the outstanding shares generally entitled to vote.

        This classified board provision could prevent a party who acquires control of a majority of the outstanding voting power from obtaining
control of the board of directors until the second annual shareholders meeting following the date the acquirer obtains the controlling share
interest. The classified board provision could have the effect of discouraging a potential acquirer from making a tender offer or otherwise
attempting to obtain control of us and could thus increase the likelihood that incumbent directors will retain their positions.

Preemptive Rights

        No holder of our outstanding shares shall, by reason of such holding, have any preemptive rights to subscribe to any additional issue of
shares of any class or series nor to any security convertible into such shares.

Transfer of Shares

        The Articles also provide that the board of directors may suspend the registration of transfers of ordinary shares for such periods as the
board of directors may determine, but shall not suspend the registration of transfers for more than 40 days.
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Other Class or Series of Shares

        The Articles authorize the directors to create and issue one or more classes or series of shares and determine the rights and preferences of
each such class or series, to the extent permitted by the Articles and applicable law. There are no other classes or series of shares outstanding.

Transfer Agent

        Our registrar and transfer agent for all ordinary shares is American Stock Transfer & Trust Company.

Differences in Corporate Law

        The Companies Law (2003 Revision) (the "Companies Law") of the Cayman Islands is modeled after that of England, and differs in certain
respects from such laws generally applicable to United States corporations and their shareholders. Set forth below is a summary of certain
significant provisions of the Companies Law (including such modifications thereto adopted pursuant to the Articles) applicable to us which
differ from provisions generally applicable to United States corporations and their shareholders. These statements are a brief summary of certain
significant provisions of the Companies Law and, as such, do not deal with all aspects of every law that may be relevant to corporations and
their shareholders.

Interested Directors

        Our Articles provide that any transaction we enter into in which a director has an interest is not voidable by us nor can such director be
liable to us for any profit realized pursuant to such transaction. A director having an interest in a transaction is entitled to vote in respect of such
transaction provided the nature of the interest is disclosed at or prior to the vote on such transaction.

Mergers and Similar Arrangements

        We may acquire the business of another company and carry on such business when it is within the objects of the Memorandum. The
approval of the holders of at least 75 percent of the outstanding shares entitled to vote, voting together as a single class, at a meeting called for
such purpose is required for us to (i) merge, consolidate or amalgamate with another company, (ii) reorganize or reconstruct us pursuant to a
plan sanctioned by the Cayman Islands courts or (iii) sell, lease or exchange all or substantially all of our assets, except in the case of a
transaction between us and any entity which we, directly or indirectly, control. In order to merge or amalgamate with another company or to
reorganize and reconstruct itself, as a general rule, the relevant plan would need to be approved in accordance with the provisions of the
Companies Law by the holders of not less than 75 percent of the votes cast at a general meeting called for such purpose and thereafter
sanctioned by the Cayman Islands court. In respect of such a court sanctioned reorganization, while a dissenting shareholder may have the right
to express to a Cayman Islands court his view that the transaction sought to be approved would not provide the shareholders with the fair value
of their shares, (i) the court ordinarily would not disapprove the transaction on that ground absent other evidence of fraud or bad faith, and (ii) if
the transaction were approved and consummated, the dissenting shareholder would have no rights comparable to the appraisal rights (as here
defined, rights to receive payment in cash for the judicially determined value of their shares) ordinarily available to dissenting shareholders of
Untied States corporations.

Shareholders' Suits

        There does not appear to be any history of either a class action or a derivative action ever having been brought by shareholders in the
Cayman Islands courts. There has, however, until recently been no
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official law reporting in the Cayman Islands and actions subject to the Confidential Relationships (Preservation) Law of 1976, as amended, are
held in closed court. However, in this regard, the Cayman Islands courts ordinarily would be expected to follow English precedent, which would
permit a minority shareholder to commence an action against or a derivative action in the name of the corporation only (i) where the act
complained of is alleged to be beyond the corporate power of the corporation or illegal, (ii) where the act complained of is alleged to constitute a
fraud against the minority perpetrated by those in control of the corporation, (iii) where the act requires approval by a greater percentage of the
corporation's shareholders than actually approved it, or (iv) where there is an absolute necessity to waive the general rule that a shareholder may
not bring such an action in order that there not be a denial of justice or a violation of the corporation's memorandum of association.

Indemnification; Exculpation

        Cayman Islands law does not limit the extent to which a company's Articles of Association may provide for the indemnification of officers
and directors, except to the extent that such provision may be held by the Cayman Islands courts to be contrary to public policy (for instance, for
purporting to provide indemnification against the consequences of committing a crime). In addition, an officer or director may not be
indemnified for fraud or willful default.

        Our Articles contain provisions providing for the indemnity by us of an officer, director, consultant, employee or agent of ours for
threatened, pending or contemplated actions, suits or proceedings, whether civil, criminal, administrative or investigative (including, without
limitation, an action by or the right of the company), brought against such indemnified person by reason of the fact that such person was an
officer, director, consultant, employee or agent of ours. In addition, the board of directors may authorize us to purchase and maintain insurance
on behalf of any such person against any liability asserted against him and incurred by him in any such capacity, or arising out of his status as
such, whether or not we would have the power to indemnify him against such liability under the provisions of the Articles.

        We also purchase directors and officers liability insurance from third parties for our directors and officers. Our Articles provide that our
directors and officers shall have no liability (i) for the acts, receipts, neglects, defaults or omissions of any other such director or officer or agent
of ours or (ii) by reason of his having joined in any receipt for money not received by him personally or (iii) for any loss on account of defect of
title to any of our property or (iv) on account of the insufficiency of any security in or upon which any money of ours shall be invested or (v) for
any loss incurred through any bank, broker or other agent or (vi) for any loss occasioned by any negligence, default, breach of duty, breach of
trust, error of judgment or oversight on his part or (vii) for any loss, damage or misfortune whatsoever which may happen in or arise from the
execution or discharge of the duties, powers, authorities, or discretions of his office or in relation thereto, unless the same shall happen through
his own dishonesty.

Inspection of Books and Records

        Shareholders of a Cayman Islands company have no general rights to inspect or obtain copies of the list of shareholders or corporate
records of a corporation.

Anti-Takeover Effects of Articles of Association

        The Articles contain certain provisions that make more difficult the acquisition of control of us by means of a tender offer, open market
purchase, a proxy fight or otherwise. These provisions are designed to encourage persons seeking to acquire control of us to negotiate with the
directors. The directors believe that, as a general rule, the interests of our shareholders would be best served if any change in control results from
negotiations with the directors. The directors would negotiate based
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upon careful consideration of the proposed terms, such as the price to be paid to shareholders, the form of consideration to be paid and the
anticipated tax effects of the transaction. However, these provisions could have the effect of discouraging a prospective acquirer from making a
tender offer or otherwise attempting to obtain control of us. To the extent these provisions discourage takeover attempts, they could deprive
shareholders of opportunities to realize takeover premiums for their shares or could depress the market price of the shares.

        In addition to those provisions of the Articles discussed above, set forth below is a description of other relevant provisions of the Articles.
The descriptions are intended as a summary only and are qualified in their entirety by reference to the Articles.

Shareholder Action by Written Consent

        Cayman law permits shareholders to act by unanimous written consent.

Availability of Our Ordinary Shares for Future Issuances

        The availability for issue of shares by our directors without further action by shareholders (except as may be required by applicable stock
exchange requirements) could be viewed as enabling the directors to make more difficult a change in control of us, including by issuing warrants
or rights to acquire shares to discourage or defeat unsolicited share accumulation programs and acquisition proposals and by issuing shares in a
private placement or public offering to dilute or deter share ownership of persons seeking to obtain control of us. We have no present plan to
issue any shares other than shares which may be issued upon conversion of the notes and shares which possibly may be issued pursuant to
employee benefit plans.

Shareholder Proposals

        The Articles provide that if a shareholder desires to submit a proposal for consideration at an annual general meeting or extraordinary
general meeting, or to nominate persons for election as directors, written notice of such shareholder's intent to make such a proposal or
nomination must be given and received by our secretary at our principal executive offices not later than (i) with respect to an annual general
meeting, 60 days prior to the anniversary date of the immediately preceding annual general meeting and (ii) with respect to an extraordinary
general meeting, the close of business on the tenth day following the date on which notice of such meeting is first sent or given to shareholders.
The notice must describe the proposal or nomination in sufficient detail for a proposal or nomination to be summarized on the agenda for the
meeting and must set forth (i) the name and address of the shareholder, (ii) a representation that the shareholder is a holder of record of our
shares entitled to vote at such meeting and intends to appear in person or by proxy at the meeting to present such proposal or nomination, and
(iii) the class and number of our shares which are beneficially owned by the shareholder. In addition, the notice must set forth the reasons for
conducting such proposed business at the meeting and any material interest of the shareholder in such business. In the case of a nomination of
any person for election as a director, the notice shall set forth: (i) the name and address of any person to be nominated; (ii) a description of all
arrangements or understandings between the shareholder and each nominee and any other person or persons, (iii) such other information
regarding such nominee proposed by such shareholder as would be required to be included in a proxy statement filed pursuant to Regulation 14A
under the Exchange Act, whether or not we are then subject to such Regulation; and (iv) the consent of each nominee to serve as a director, if so
elected. The presiding officer of the annual general meeting or extraordinary general meeting shall, if the facts warrant, refuse to acknowledge a
proposal or nomination not made in compliance with the foregoing procedure.

        The advance notice requirements regulating shareholder nominations and proposals may have the effect of precluding a contest for the
election of directors or the introduction of a shareholder proposal
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if the procedures summarized above are not followed and may discourage or deter a third party from conducting a solicitation of proxies to elect
its own slate of directors or to introduce a proposal.

Registration Rights

        We entered into a registration rights agreement on October 28, 1997 with Silver Holdings LDC, Argentum LLC, Consolidated
Commodities Ltd. Thomas K. Kaplan, Litani Capital Management LDC and Aurum LLC (each, a "Rights Holder"), whereby Silver Holdings
and Argentum, and their successors and assigns, have the right to demand registration of their ordinary shares up to six times and each other
Rights Holder may participate in any such registration. We may delay any requested registration for up to 90 days within any 12 month period, if
our board of directors determines in good faith that a registration at that time would have a material adverse effect on us. In addition, all of the
Rights Holders are entitled to piggyback registration of their ordinary shares. We are required to pay the expenses of all such registrations. This
agreement contains customary indemnification and contribution provisions.

        We have issued warrants (the "Sunrise Warrants") to purchase an aggregate of 300,000 of our ordinary shares to Sunrise Securities Corp.
and Nathan A. Low, and warrants (the "Newman Warrants") to purchase 50,000 of our ordinary shares to Robert Newman, Jr. The holders
owning a majority of each of the Sunrise Warrants and the Newman Warrants, or ordinary shares received upon exercise of the warrants, have
the right to demand registration of the ordinary shares underlying the warrants two times in a five year period. We are required to pay the
expenses of only one of the demand registrations. We are required to keep any registration statement effective for six months, or any shorter
period required to permit the holders to complete the offer and sale of their ordinary shares. We may delay any requested registration for up to
30 days, twice in any 12 month period, if our board of directors determines in good faith that a registration at that time would be materially
detrimental to us. The holders are also entitled to piggyback registration of their ordinary shares underlying the warrants on our next registration
statement on Form S-3. We and the holders have entered into customary indemnification and contribution provisions.
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CERTAIN TAX CONSIDERATIONS

United States Federal Income Taxation

        The following discussion is a summary of the material U.S. federal income tax consequences relating to the ownership and disposition of
notes and ordinary shares acquired upon conversion of notes. This discussion does not address special situations that may apply to particular
holders including, but not limited to, holders subject to the U.S. federal alternative minimum tax, U.S. expatriates, dealers in securities, traders in
securities who elect to apply a mark-to-market method of accounting, financial institutions, banks, insurance companies, regulated investment
companies, partnerships or other pass-through entities, U.S. Holders who own (directly, indirectly or by attribution) 10 per cent or more of our
ordinary shares, U.S. Holders whose "functional currency" is not the U.S. dollar and persons who hold notes or ordinary shares in connection
with a "straddle," "hedging," "conversion" or other risk reduction transaction. The following discussion also does not apply to tax-exempt
entities except to the extent that certain matters are specifically addressed. This discussion does not address the tax consequences to U.S. Holders
of notes or ordinary shares under any state, local, foreign and other tax laws.

        The U.S. federal income tax consequences set forth below are based upon the Internal Revenue Code of 1986, as amended, Treasury
regulations promulgated thereunder, court decisions, revenue rulings and administrative pronouncements of the Internal Revenue Service (the
"IRS"), all of which are subject to change or changes in interpretation. Prospective investors should particularly note that any such change or
changes in interpretation could have retroactive effect so as to result in U.S. federal income tax consequences different from those discussed
below.

As discussed in more detail below, we believe that we likely will be a passive foreign investment company ("PFIC") with respect to
2004 and potentially with respect to future years as well. If we are a PFIC, U.S. Holders of notes and ordinary shares will be subject to
certain adverse tax rules (the "PFIC rules"), which are described below. The PFIC rules are extremely complex, and prospective
investors are urged to consult their own tax advisers regarding the potential consequences to them of us being classified as a PFIC.

        As used herein, the term "U.S. Holder" means a beneficial owner of notes (or ordinary shares acquired upon conversion of notes) that is for
U.S. federal income tax purposes:

�
an individual who is a citizen or resident of the United States;

�
a corporation (or other entity taxable as a corporation for U.S. federal income tax purposes) created or organized in or under
the laws of the United States or any state thereof (including the District of Columbia);

�
an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

�
a trust, if a court within the United States is able to exercise primary supervision over the administration of the trust and one
or more U.S. persons control all of the substantial decisions of the trust.

        If a partnership (including for this purpose any entity treated as a partnership for U.S. federal income tax purposes) is a beneficial owner of
notes or ordinary shares acquired upon conversion of notes, the U.S. federal income tax treatment of a partner in the partnership generally will
depend on the status of the partner and the activities of the partnership. A holder of notes or ordinary shares that is a partnership and partners in
such partnership should consult their own tax advisers regarding the U.S. federal income tax consequences of holding and disposing of notes and
ordinary shares.

54

Edgar Filing: Morgan Stanley China A Share Fund, Inc. - Form N-Q

23



        This discussion is limited to initial holders of the notes who purchase notes in connection with this offering at the applicable "issue price"
(as defined below) and will hold the notes and ordinary shares as capital assets.

        The issue price of a note is the first price to the public (not including bond houses, brokers or similar persons or organizations acting in the
capacity of underwriters, placement agents or wholesalers) at which a substantial amount of notes is sold.

        Prospective investors are urged to consult their own tax advisers with respect to the particular tax consequences to them of the purchase,
ownership and disposition of notes and ordinary shares acquired upon conversion of notes, including the tax consequences under any state, local,
foreign and other tax laws.

The Passive Foreign Investment Company Rules

Classification as a PFIC

        We believe that we likely will be a PFIC with respect to 2004 as well as potentially with respect to future years. We will be a PFIC for any
taxable year if either 75 percent or more of our gross income for the taxable year is "passive" income or the average portion of our assets during
the taxable year that produce "passive" income or are held for the production of "passive" income is at least 50 percent.

        We will likely be a PFIC with respect to 2004 and potentially with respect to future years because we expect to earn significant passive
income from investments prior to our commencement of substantial mining operations. Further, the PFIC rules treat gains from sales of
commodities, such as silver, as passive income for PFIC purposes unless "substantially all" of a company's business is an active commodities
business. Applicable U.S. Treasury Regulations interpret "substantially all" to mean that 85 percent or more of a producer's gross receipts must
be gross receipts from sales in the active conduct of a commodities business and certain related income. Under these rules, we would likely
constitute a PFIC even after we begin to generate significant income from mining and processing operations in the event that we conduct mining
and processing operations predominantly through the use of independent contractors rather than directly through the use of our own employees.

        If we are classified as a PFIC for any taxable year during any part of which a U.S. Holder owns notes or ordinary shares, the U.S. Holder
generally will be required to continue to treat us as a PFIC even if we cease to be a PFIC in a future year. We do not intend to make or issue to
U.S. Holders of notes or ordinary shares determinations as to our PFIC status, or the PFIC status of any lower-tier subsidiary, for any taxable
year.

Consequences of PFIC Status

        If we are treated as a PFIC for any taxable year during any part of which a U.S. Holder owns notes or ordinary shares, the U.S. Holder
generally will be subject to a special tax regime in respect of "excess distributions." Excess distributions generally will include dividends or
other distributions on the ordinary shares in any taxable year to the extent the amount of such distributions exceeds 125 percent of the average
distributions for the three preceding years or, if shorter, the investor's holding period. In addition, gain on a sale or other disposition of notes or
ordinary shares generally will be treated as an excess distribution. For this purpose, certain transfers of notes or ordinary shares that otherwise
would qualify as tax free will be treated as taxable dispositions.

        As discussed in more detail below under "Taxation of U.S. Holders of Ordinary Shares Acquired upon a Conversion of Notes�Qualified
Electing Fund Election" and "�Mark-to-Market Election", there are two alternative taxation regimes for PFICs that may be elected by U.S.
Holders in respect of
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ordinary shares acquired upon a conversion of notes, subject to certain conditions. These alternative regimes will not be available to U.S.
Holders of notes.

Tax Treatment of Excess Distributions

        Under the PFIC rules, a U.S. Holder will be required to allocate any excess distributions with respect to notes or ordinary shares to each day
during the U.S. Holder's holding period for the notes or ordinary shares on a straight line basis. For this purpose, a U.S. Holder's holding period
for ordinary shares acquired upon a conversion of notes generally will include the period during which the U.S. Holder owned the notes. Any
portion of the excess distribution that is allocable to the current year or to periods in the U.S. Holder's holding period before we became a PFIC
will be included in the U.S. Holder's gross income for the current year as ordinary income. Any portion of the excess distribution that is
allocable to any other year will be taxable at the highest rate of taxation applicable to ordinary income for that year, without regard to the U.S.
Holder's other items of income and loss for such year; and this tax will be increased by an interest charge computed by reference to the periods
to which the tax is allocable and based on the rates generally applicable to underpayments of tax. Any such interest charge generally will be
non-deductible interest expense for individual taxpayers.

Tax Exempt Holders

        Distributions with respect to ordinary shares held by, and gain from a sale of notes or ordinary shares by, a U.S. Holder that is exempt from
U.S. federal income taxation, such as a tax exempt charitable organization, pension fund or an individual retirement account, will not be taxed as
an "excess distribution" unless a dividend with respect to our ordinary shares would be taxable to the tax exempt U.S. Holder.

Lower-Tier PFICs

        If we are a PFIC and if one or more of our non-U.S. corporate subsidiaries were treated as a PFIC ("lower-tier PFICs"), U.S. Holders of
ordinary shares would be considered to own, and also would be subject to the PFIC rules with respect to, their proportionate share of the
lower-tier PFIC stock that we own, regardless of the percentage of their ownership in us. In such circumstances a U.S. Holder of ordinary shares
could elect an alternative taxation regime in respect of its indirect ownership interest in a lower-tier PFIC, subject to certain conditions. See
"Taxation of U.S. Holders of Ordinary Shares Acquired upon a Conversion of Notes�Lower-Tier PFICs." U.S. Holders of notes would not be
treated as owning the stock of any lower-tier PFIC.

Taxation of U.S. Holders of Notes

Interest on the Notes

        Interest paid on the notes generally should be taxable to a U.S. Holder as ordinary interest income at the time it is treated as received or
accrued, in accordance with the U.S. holder's regular method of accounting for U.S. federal income tax purposes. Interest will be treated as
foreign source income for foreign tax credit purposes. The limitation on foreign taxes eligible for a foreign tax credit is calculated separately
with respect to specific classes of income. For this purpose, interest on the notes generally should constitute "passive income" or, in the case of
certain U.S. Holders, "financial services income."

Sale or Other Disposition

        If a U.S. Holder's holding period for its notes includes any portion of a taxable year for which we were a PFIC, any gain from a sale or
other disposition of the notes generally will be taxed as an "excess distribution" under the PFIC rules (except potentially to the extent of the
portion of the gain, if any, that is attributable to features of the notes other than the conversion feature, including gain, if
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any, attributable to a decrease in market interest rates between the issuance of the notes and the date of the sale or other disposition). Any loss on
such a disposition generally will not be recognized.

        If we are not treated as a PFIC at any time during which a U.S. Holder owns notes, the U.S. Holder will recognize capital gain or loss on a
sale or other disposition of the notes, which will constitute long-term capital gain or loss if the holding period for the notes exceeds one year at
the time of disposition. Such gain or loss will generally be U.S. source gain or loss.

Conversion of Notes into Ordinary Shares

        A U.S. Holder's conversion of notes into ordinary shares will be a non-taxable exchange of the notes for U.S. federal income tax purposes,
regardless of our PFIC status, except:

�
to the extent the ordinary shares received are attributable to interest accrued but not previously included in income, in which
case the fair market value of those shares will be taxable as interest income; and

�
with respect to cash, if any, received in lieu of a fractional ordinary share, which will generally be taxed as proceeds from a
disposition of such fractional share.

A U.S. Holder's holding period for ordinary shares acquired upon a conversion of notes will generally include the period during which the U.S.
Holder owned the notes.

Constructive Dividends

        Adjustments to the conversion price of the notes, or the failure to make adjustments to the conversion price upon the occurrence of certain
events, may result under certain circumstances in the receipt of constructive dividends by U.S. Holders of notes. U.S. Holders should consult
their own tax advisers with respect to the tax consequences of any conversion adjustment.

Taxation of U.S. Holders of Ordinary Shares Acquired upon a Conversion of Notes

Taxation of Dividends

        We do not expect to make distributions on the ordinary shares in the foreseeable future. However, if we were to make a distribution on the
ordinary shares, and if a U.S. Holder's holding period for its ordinary shares (including its holding period for the notes that were converted into
the ordinary shares) includes any portion of a taxable year for which we were a PFIC, the portion of the distribution payable to the U.S. Holder
may be taxed as an "excess distribution" under the PFIC rules, unless the U.S. Holder makes a QEF election or mark-to-market election
(described below) in respect of its ordinary shares.

        Apart from any portion of a distribution that constitutes an "excess distribution," distributions paid by us will be taxable as ordinary foreign
source dividend income upon receipt to the extent of our current or accumulated earnings and profits, as determined for U.S. federal income tax
purposes. If we are a PFIC, such distributions will not be eligible for the reduced rates of tax applicable to qualified dividend income.
Distributions paid by us will not be eligible for the dividends-received deduction generally allowed to U.S. corporations. Dividends paid by us
generally will be treated as "passive income" or, in the case of certain holders, "financial services income" for U.S. foreign tax credit purposes.
In addition, the treatment of distributions paid by us would be different if we were to become a foreign personal holding company. See "Foreign
Personal Holding Company Considerations."

Taxation of Gains on Sale or Other Disposition

        If a U.S. Holder's holding period for its ordinary shares (including its holding period for the notes that were converted into the ordinary
shares) includes any portion of a taxable year for which we were
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PFIC, any gain realized by the U.S. Holder on a sale or other disposition of the ordinary shares will be taxed as an "excess distribution" under
the PFIC rules, unless the U.S. Holder makes a QEF election or a mark-to-market election (described below) with respect to the ordinary shares.
Any loss on such a disposition will generally not be recognized.

        If we are not treated as a PFIC at any time during which a U.S. Holder owns notes or ordinary shares, the U.S. Holder will recognize capital
gain or loss on a sale or other disposition of the ordinary shares, which will constitute long-term capital gain or loss if the holding period for the
ordinary shares (including the holding period for the notes that were converted into the ordinary shares) exceeds one year at the time of
disposition. Such gain or loss will generally be U.S. source gain or loss.

Qualified Electing Fund Election

        The special PFIC rules described above for "excess distributions" will not apply to a U.S. Holder if the U.S. Holder makes a qualified
electing fund or "QEF" election for the first taxable year of the U.S. Holder's holding period for the ordinary shares during which we are a PFIC
and we comply with specified reporting requirements. However, a U.S. Holder may not make a QEF election with respect to the notes. As a
result, if we are treated as a PFIC at any time during which a U.S. Holder owns notes, the U.S. Holder will not be able to make a normal QEF
election with respect to ordinary shares acquired upon a conversion of the notes. Such a U.S. Holder could, however, make a special QEF
election with respect to the ordinary shares under which the U.S. Holder would recognize inherent gain in the ordinary shares as an "excess
distribution" at the time of the election.

        A U.S. Holder that makes a QEF election with respect to us will be currently taxable on its pro rata share of our ordinary earnings and net
capital gain for each of our taxable years in which we qualify as a PFIC and as to which the QEF election is effective, regardless of whether the
U.S. Holder receives any distributions from us. The U.S. Holder's basis in its ordinary shares will be increased to reflect the U.S. Holder's taxed
but undistributed income. Distributions of income that previously have been taxed will result in a corresponding reduction of basis in the
ordinary shares and will not be taxed again as a distribution to the U.S. Holder.

        Upon request, we will endeavor to provide to a U.S. Holder no later than ninety days after the request the information that is required to
make a QEF election. A U.S. Holder who makes a QEF election must provide to the IRS an annual information statement which, upon request
from a U.S. Holder, we will furnish within ninety days after the request. A QEF election applies to all future years of an electing U.S. Holder,
unless revoked with the IRS's consent.

Mark-to-Market Election

        If we are a PFIC, a U.S. Holder of ordinary shares may elect under the PFIC rules to recognize any gain or loss on its ordinary shares on a
mark-to-market basis at the end of each taxable year, so long as the ordinary shares are regularly traded on a qualifying exchange. The
mark-to-market election under the PFIC rules is an alternative to the QEF election. The mark-to-market election under the PFIC rules may not
be made with respect to the notes. A U.S. Holder may make a mark-to-market election under the PFIC rules with respect to ordinary shares
acquired upon a conversion of notes; however, this election would require the U.S. Holder to recognize inherent gain in the ordinary shares as an
"excess distribution" at the time of the election.

        If a mark-to-market election under the PFIC rules is made, the "excess distribution" rules will not apply to amounts received with respect to
the ordinary shares from and after the effective time of the election, and any mark-to-market gains or gains on disposition will be treated as
ordinary income for any year in which we are a PFIC. Mark-to-market losses and losses on disposition will be treated as ordinary losses to the
extent of the U.S. Holder's prior net mark-to-market gains. Losses in excess of prior net mark-to-market gains will generally not be recognized.
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        A mark-to-market election under the PFIC rules applies to all future years of an electing U.S. Holder during which the stock is regularly
traded on a qualifying exchange, unless revoked with the IRS's consent.

Lower-Tier PFICs

        If we are a PFIC and, at any time, have a non-U.S. subsidiary that is classified as a PFIC, U.S. Holders of ordinary shares generally would
be deemed to own, and also would be subject to the PFIC rules with respect to, their indirect ownership interests in that lower-tier PFIC. If we
are a PFIC and a U.S. Holder of ordinary shares does not make a QEF election in respect of a lower-tier PFIC, the U.S. Holder could incur
liability for the deferred tax and interest charge described above if either (1) we receive a distribution from, or dispose of all or part of our
interest in, the lower-tier PFIC or (2) the U.S. Holder disposes of all or part of its ordinary shares. Upon request, we will endeavor to cause any
lower-tier PFIC to provide to a U.S. Holder no later than ninety days after the request the information that may be required to make a QEF
election with respect to the lower-tier PFIC. A mark-to-market election under the PFIC rules with respect to ordinary shares would not apply to a
lower-tier PFIC, and a U.S. Holder would not be able to make such a mark-to-market election in respect of its indirect ownership interest in that
lower-tier PFIC. Consequently, U.S. Holders of ordinary shares could be subject to the PFIC rules with respect to income of the lower-tier PFIC
the value of which already had been taken into account indirectly via mark-to-market adjustments. Similarly, if a U.S. Holder made a
mark-to-market election under the PFIC rules in respect of the ordinary shares and made a QEF election in respect of a lower-tier PFIC, that
U.S. Holder could be subject to current taxation in respect of income from the lower-tier PFIC the value of which already had been taken into
account indirectly via mark-to-market adjustments. U.S. Holders are urged to consult their own tax advisers regarding the issues raised by
lower-tier PFICs.

        We believe that certain of our non-U.S. lower-tier subsidiaries, including the subsidiary that contains the principal assets associated with the
San Cristobal Project, were corporations for U.S. tax purposes that constituted PFICs in certain prior years. For the current and all subsequent
taxable years, we believe that the potential for our lower-tier subsidiaries to be classified as PFICs with respect to new investors can be
substantially eliminated without adverse tax consequences, and we will endeavor to cause our lower-tier subsidiaries not to be classified as
PFICs with respect to such years. Nonetheless, we can provide no assurance that one or more of our lower-tier subsidiaries will not be classified
as a PFIC in respect of any year.

Reporting

        A U.S. Holder who owns ordinary shares during any year that we are a PFIC must file an IRS Form 8621 in respect of such ordinary shares.

Foreign Personal Holding Company Considerations

        Prospective investors should also be aware that special U.S. tax laws would apply to U.S. Holders of ordinary shares if we, or any of our
corporate subsidiaries, is characterized as a foreign personal holding company ("FPHC"). In particular, if we, or any of our corporate
subsidiaries, were an FPHC in respect of any taxable years, U.S. Holders of ordinary shares would be subject to current tax on their direct or
indirect pro rata share of the income of the FPHC, as determined for purposes of the FPHC rules, even if no cash dividend were actually paid by
the FPHC. In general, we, or any of our corporate subsidiaries, will constitute an FPHC during a taxable year if (1) a specified percentage of its
income is passive for purposes of the FPHC rules, and (2) at any time during the taxable year five or fewer individuals who are U.S. citizens or
residents own directly, indirectly or constructively more than 50 percent of the voting power or value of its stock. Amounts includible currently
in income under the rules for FPHCs are not treated as distributions under the "excess distribution" rules that apply to
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PFICs. We do not anticipate that we or any of our subsidiaries will be an FPHC immediately following this offering or in the future. We can,
however, provide no assurance as to this conclusion.

Non-U.S. Holders

        An investor who is not a U.S. Holder will not be subject to U.S. federal income tax on any interest received on notes or dividends received
on ordinary shares unless (1) the investor has an office or other fixed place of business in the United States to which the interest or dividends is
attributable and the interest or dividends are either derived in the active conduct of a banking, finance or similar business in the United States or
the investor is a non-U.S. corporation the principal business of which consists of trading in stocks or securities for its own account, or (2) the
investor is a foreign insurance company that conducts business in the United States and the interest or dividends is attributable to that business.

        An investor who is not a U.S. Holder will not be subject to U.S. federal income tax on any gain realized on a sale or other disposition of
notes or ordinary shares unless (1) the investor is engaged in the conduct of a trade or business in the United States and the gain is effectively
connected with that trade or business, or (2) the investor is an individual who is present in the U.S. for 183 days or more during the taxable year
in which the gain is realized and other specified conditions are met.

United States Information Reporting and Backup Withholding

        Payments of interest on notes, dividend payments made to a U.S. Holder of ordinary shares and proceeds of a sale or other disposition of
notes or ordinary shares may be subject to information reporting to the IRS and possible U.S. federal backup withholding. Backup withholding
will not apply to a holder who furnishes a correct taxpayer identification number or certificate of foreign status and makes any other required
certification, or who is otherwise exempt from backup withholding. U.S. Holders who are required to establish their exempt status generally
must provide IRS Form W-9 (Request for Taxpayer Identification Number and Certification).

        Non-U.S. Holders generally will not be subject to U.S. information reporting or backup withholding. However, such holders may be
required to provide certification of non-U.S. status (generally, on IRS Form W-8BEN) in connection with payments received in the United
States or through certain U.S.-related financial intermediaries.

        Backup withholding is not an additional tax. Any amounts withheld from a payment to a holder under the backup withholding rules may be
credited against the holder's U.S. federal income tax liability, and a holder may obtain a refund of any excess amounts withheld by filing the
appropriate claim for refund with the IRS in a timely manner and furnishing any required information.

LEGAL MATTERS

        Certain Cayman Islands legal matters, including the validity of the notes and ordinary shares issuable upon conversion of the notes, will be
passed upon for Apex Limited by Walkers, Grand Cayman, Cayman Islands.

EXPERTS

        The financial statements incorporated in this prospectus by reference to the Annual Report on Form 10-K for the fiscal year ended
December 31, 2003, have been incorporated in reliance on the report of PricewaterhouseCoopers LLP, independent accountants, given on the
authority of said firm as experts in accounting and auditing.
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        You should rely only on the information incorporated by reference or provided in this prospectus or any supplement to this prospectus. We
have authorized no one to provide you with different information. We are not making an offer of these securities in any state where the offer is
not permitted. You should not assume that the information in this prospectus is accurate as of any date other than the date on the front of this
prospectus.

2.875% CONVERTIBLE SENIOR SUBORDINATED NOTES DUE 2024 AND
THE ORDINARY SHARES ISSUABLE UPON CONVERSION OF THE NOTES

PROSPECTUS
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PART II
INFORMATION NOT REQUIRED IN PROSPECTUS

ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION.

        The following table sets forth various expenses in connection with the sale and distribution of the securities being registered, other than the
underwriting discounts and commissions. All amounts shown are estimates except the Commission's registration fee. We will pay all expenses in
connection with the issuance and distribution of the securities being registered.

Registration Fee�Securities and Exchange Commission $ 25,340
American Stock Exchange * 15,000
Printing and Engraving Expenses * 55,000
Legal Fees and Expenses * 300,000
Accounting Fees and Expenses * 50,000
Miscellaneous * 100,000
Total $ 545,340

*
Estimated

ITEM 15. INDEMNIFICATION OF DIRECTORS AND OFFICERS.

        Our Articles of Association provide that that we must indemnify our directors, officers, employees and agents in connection with the
defense of any civil legal proceedings concerning our company or its affairs, except in the case of willful default or fraud by such person. To the
extent that we are permitted to do so, we intend to give an indemnity to each of our directors and to arrange for the liabilities under these
indemnities to be covered. We have directors' and officers' insurance for our directors, officers and some employees for specified liabilities. We
have entered into indemnification agreements with each of our directors which requires us to indemnify the director to the full extent provided
by applicable law.

        The limitation of liability and indemnification provisions in our certificate of incorporation and bylaws may discourage stockholders from
bringing a lawsuit against directors for breach of their fiduciary duty. They may also have the effect of reducing the likelihood of derivative
litigation against directors and officers, even though an action of this kind, if successful, might otherwise benefit us and our stockholders.
Furthermore, a stockholders' investment may be adversely affected to the extent we pay the costs of settlement and damage awards against
directors and officers pursuant to these indemnification provisions. However, we believe that these indemnification provisions are necessary to
attract and retain qualified directors and officers.

        Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling
persons of the registrant pursuant to the provisions described in this registration statement or otherwise may be permitted, the registrant has been
advised that in the opinion of the Securities and Exchange Commission, such indemnification is against public policy as expressed in the
Securities Act and is, therefore, unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment by
the registrant of expenses incurred or paid by a director, officer or controlling person of the registrant in the successful defense of any action, suit
or proceeding) is asserted by such director, officer or controlling person in connection with the securities being registered, the registrant will,
unless in the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question
whether such indemnification by it is against public policy as expressed in the Securities Act and will be governed by the final adjudication of
such issue.
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ITEM 16. EXHIBITS.

Exhibit No. Description of Exhibit

3.1 Amended and Restated Memorandum of Association(1)

3.2 Amended and Restated Articles of Association(1)

4.1 Specimen of Certificates Representing the Company's Ordinary Shares, par value U.S. $0.01 each(1)

4.2 Indenture, dated as of March 16, 2004, between Apex Silver Mines Limited and The Bank of New York(2)

4.3 Registration Rights Agreement, dated as of March 16, 2004 between Apex Silver Mines Limited and the Initial Purchasers of
the 2.875% Convertible Senior Subordinated Notes due 2024(2)

4.4 Form of Global Note, dated March 16, 2004(2)

4.5 Form of Global Note, dated April 1, 2004(3)

5.1 Opinion of Walkers(4)

23.1 Consent of Walkers (included in Exhibit 5.1)

23.2 Consent of PricewaterhouseCoopers(4)

24.1 Power of Attorney (included on signature page)

(1)
Incorporated by reference to our Registration Statement on Form S-1, filed with the SEC on August 29, 1997 (File No. 333-34685).

(2)
Incorporated by reference to our Current Report on Form 8-K filed with the SEC on March 17, 2004.

(3)
Incorporated by reference to our Current Report on Form 8-K filed with the SEC on April 2, 2004.

(4)
Filed with this registration statement.

ITEM 17. UNDERTAKINGS.

        (a)   We hereby undertake:

        (1)   To file, during any period in which offers or sales are being made, a post-effective amendment to this Registration
Statement:

        (i)    To include any prospectus required by Section 10(a)(3) of the Securities Act of 1933 (Securities Act);

        (ii)   To reflect in the prospectus any facts or events arising after the effective date of this Registration Statement (or the
most recent post-effective amendment thereof) which, individually or in the aggregate, represent a fundamental change in
the information set forth in the registration statement. Notwithstanding the foregoing, any increase or decrease in volume of
securities offered (if the total dollar value of securities offered would not exceed that which was registered) and any
deviation from the low or high end of the estimated maximum offering range may be reflected in the form of prospectus
filed with the Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume and price
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represent no more than a 20% change in the maximum aggregate offering price set forth in the "Calculation of Registration
Fee" table in the effective registration statement; and

        (iii)  To include any material information with respect to the plan of distribution not previously disclosed in this
Registration Statement or any material change to such information in this Registration Statement;

provided, however, that paragraphs (a)(1)(i) and (a)(1)(ii) do not apply if the information required to be included in a post-effective
amendment by those paragraphs is contained in periodic reports filed with or furnished to the Commission by the Registrant pursuant to
Section 13 or 15(d) of the Securities Exchange Act of 1934 (Exchange Act) that are incorporated by reference in this Registration Statement.

        (2)   That, for the purpose of determining any liability under the Securities Act, each such post-effective amendment shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall
be deemed to be the initial bona fide offering thereof.

        (3)   To remove from registration by means of a post-effective amendment any of the securities being registered that remain
unsold at the termination of the offering.

        (b)   The undersigned registrant hereby undertakes that, for purposes of determining any liability under the Securities Act, each filing of the
registrant's annual report pursuant to Section 13(a) or 15(d) of the Exchange Act (and, where applicable, each filing of an employee benefit
plan's annual report pursuant to Section 15(d) of the Exchange Act) that is incorporated by reference in this Registration Statement shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be
deemed to be the initial bona fide offering thereof.

        (c)   Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers and controlling persons
of the registrant pursuant to the foregoing provisions, or otherwise, the registrant has been advised that in the opinion of the Commission such
indemnification is against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the event that a claim for
indemnification against such liabilities (other than the payment by the registrant of expenses incurred or paid by a director, officer or controlling
person of the registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in
connection with the securities being registered, the registrant will, unless in the opinion of its counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is against public policy as expressed in
the Securities Act and will be governed by the final adjudication of such issue.
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SIGNATURES

        Pursuant to the requirements of the Securities Act of 1933, the registrant certifies that it has reasonable grounds to believe that it meets all
of the requirements for filing a registration statement on Form S-3 and has duly caused this registration statement to be signed on its behalf by
the undersigned, thereunto duly authorized, in the City and County of Denver, State of Colorado, on June 14, 2004.

APEX SILVER MINES LIMITED

By: /s/ KEITH R. HULLEY

Name: Keith R. Hulley
Title: President and Chief Executive Officer

POWER OF ATTORNEY

        KNOW ALL PERSONS BY THESE PRESENTS that each individual whose signature appears below constitutes and appoints Keith R.
Hulley and Mark A. Lettes, and each of them, his true and lawful attorneys-in-fact and agents with full power of substitution, for him and in his
name, place and stead, in any and all capacities, to sign any and all amendments (including post-effective amendments) to this registration
statement on Form S-3, and to file the same with all exhibits and schedules thereto and all documents in connection therewith, with the
Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do and
perform each and every act and thing requisite and necessary to be done in and about the premises, as fully to all intents and purposes as he
might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents or any of them, or his or their substitute or
substitutes, may lawfully do or cause to be done by virtue hereof.

        Pursuant to the requirements of the Securities Act of 1933, this registration statement has been signed by the following persons in the
capacities and on the dates indicated.

Signature Title Date

/s/  HARRY M. CONGER      

Harry M. Conger
Director June 14, 2004

/s/  DAVID SEAN HANNA      

David Sean Hanna
Director June 14, 2004

/s/  CHARLES L. HANSARD      

Charles L. Hansard
Director June 14, 2004

/s/  OVE HOEGH      

Ove Hoegh
Director June 14, 2004
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/s/  KEITH R. HULLEY      

Keith R. Hulley

President and Chief Executive Officer, Director
(Principal Executive Officer) June 14, 2004

/s/  THOMAS S. KAPLAN      

Thomas S. Kaplan
Director June 14, 2004

/s/  KEVIN R. MORANO      

Kevin R. Morano
Director June 14, 2004

/s/  CHARLES B. SMITH      

Charles B. Smith
Director June 14, 2004

/s/  PAUL SOROS      

Paul Soros
Director June 14, 2004

/s/  MARK A. LETTES      

Mark A. Lettes

Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer) June 14, 2004
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EXHIBIT INDEX

Exhibit No. Description of Exhibit

3.1 Amended and Restated Memorandum of Association(1)

3.2 Amended and Restated Articles of Association(1)

4.1 Specimen of Certificates Representing the Company's Ordinary Shares, par value U.S. $0.01 each(1)

4.2 Indenture, dated as of March 16, 2004, between Apex Silver Mines Limited and The Bank of New York(2)

4.3 Registration Rights Agreement, dated as of March 16, 2004 between Apex Silver Mines Limited and the Initial Purchasers of
the 2.875% Convertible Senior Subordinated Notes due 2024(2)

4.4 Form of Global Note, dated March 16, 2004(2)

4.5 Form of Global Note, dated April 1, 2004(3)

5.1 Opinion of Walkers(4)

23.1 Consent of Walkers (included in Exhibit 5.1)

23.2 Consent of PricewaterhouseCoopers(4)

24.1 Power of Attorney (included on signature page)

(1)
Incorporated by reference to our Registration Statement on Form S-1, filed with the SEC on August 29, 1997 (File No. 333-34685).

(2)
Incorporated by reference to our Current Report on Form 8-K filed with the SEC on March 17, 2004.

(3)
Incorporated by reference to our Current Report on Form 8-K filed with the SEC on April 2, 2004.

(4)
Filed with this registration statement.
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