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In early March, the China Securities Regulatory Commission
(“CSRC”) published the Trial Administrative Measures for the
Registration of Initial Public Offerings on the Science and
Technology Innovation Board and the Trial Measures for the
Continuous Supervision over Companies Listed on the Science
and Technology Innovation Board and the Shanghai Stock
Exchange (the “SSE”) also issued 12 implementing rules and
guidelines (including, among others, the Stock Listing Rules on
the Science and Technology Innovation Board of Shanghai Stock
Exchange, the Examination Rules for the Issuance and Listing of
Stocks Listed on the Science and Technology Innovation Board
of Shanghai Stock Exchange; together with the abovementioned
measures, the “Rules”) after considering opinions and comments
from the public on draft regulations that were introduced in late
January. The issuance of the Rules indicates that the recently
heated discussed Science and Technology Innovation Board (the
“Board”) has been formally launched with a pilot registration-
based system for initial public offerings at the SSE.

In comparison with the draft regulations, the Rules have provided
a few implementation details and clarifications including, among
others:

1. Clarification of Listing Criteria. The Rules specified the
listing criteria (including market value, a key financial
indicator) for the “red chip” enterprises and companies with
special voting rights mechanism. For other companies that
choose predicted market value no less than RMB4 billion
as the listing threshold, previous financings from well-
known investment institutions are no longer required by the
Rules.

2. Improvement of Stock Selloff System. Compared with the
draft regulations, the lock-up period applicable to key
technical personnel of listed companies is generally
reduced from 3 years to 1 year under the Rules and such
personnel will be allowed to sell their shares by 25% each
year after expiry of the applicable lock-up period.
However, with respect to the companies not yet profitable
when they go public, controlling shareholders and actual
controllers are not allowed to transfer any share held by
him/her within 3 years from the date of listing, and reduce
more than 2% of the shares in the fourth and fifth years;
while, directors, supervisors, senior executives and key
technical personnel are not allowed to sell their respective
shares within 3 years from the date of listing.

3. Specification of Information Disclosure Requirements. The
Rules emphasized the information disclosure requirements
of listed companies for such matters as red-chip structure
or special voting rights mechanism, employee stock
ownership plan, accumulated unrecovered losses,
capitalization of R&D expenditure, etc.

4.  Strengthening Delisting Policies. In addition to the delisting
matters listed in the draft, the Rules incorporated more
circumstances and events that may trigger compulsory
delisting of the companies, such as disqualification as a
legal person, harm to national interests and social public
interests. Further, according to the Rules, the SSE has the
discretion to amend the existing financial requirements for
compulsory delisting on a case-by-case basis.

5. Adoption of T+1 Mechanism. Following the draft
regulations, the Rules adopted the T+1 settlement cycle for
securities transactions on the Board, rather than the T+0
mechanism due to immature China market.

The design of the Board is so creative and even ground-breaking
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that brings China’s capital market more in line with international
practices. This important pilot trial is expected to increase
financing channels for emerging technology innovation
companies. However, it remains to be seen whether the
establishment of the Board will lead to diversion of funds or
marginalization of small-caps and mid-caps stocks in the current
stock market.
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With an aim to attract more long-term foreign funds and
reinvigorate China’s onshore capital and financial markets, on
January 31, 2019, CSRC unveiled the Notice of Solicitation of
Public Comments on the Measures for the Administration of
Domestic Securities and Futures Investment by Qualified Foreign
Institutional Investors and RMB Qualified Foreign Institutional
Investors and the Implementing Rules (the “New Measures”).
The New Measures will replace the existing QFIl and RQFII
programs (including the Measures for the Administration of
Domestic Securities Investment by Qualified Foreign Institutional
Investors, the Measures for the Pilot Program of Domestic
Securities Investment by RMB Qualified Foreign Institutional
Investors and their respective implementing rules; collectively,
the “Old Measures”) once they are finalized and officially
released.

Compared with the existing QFIl and RQFII regulations and
current practice, the New Measures strengthened the continuous
supervision to prevent regulatory arbitrage, and made the
following major changes:

1. Combining Existing Schemes. The new Measures
combined existing QFIl and RQFII schemes, according to
which, the foreign institutional investors could apply for
both QFIl and RQFII licenses at the same time with one set
of application documents. Note that institutional investors
located in countries and regions without RQFII investment
quotas can only apply for QFII qualifications.

2. Lowering Market Access Threshold. The New Measures
have generally kept the existing entry requirements for
foreign institutional investors under the current regulations,
but have removed the quantitative criteria such as asset
scale and term of existence previously set for QFlls.

3. Broadening Investment Scope. The new Measures
expanded the scope of investment to include such new
derivatives as depository receipts, bond repurchases,
asset-backed securities, stocks traded on the National
Equities Exchange and Quotations, private security
investment funds, financial futures, commaodity futures and
options. In addition, the QFlls and RQFIIs will also have
access to the margin trading and short selling transactions
according to the New Measures; and

4. Optimizing Administration Rules for Custodian Banks. The
New Measures clarified that the banks will be eligible to
provide custody services to QFlls and RQFIIs after filing
with CSRC and further specified the detailed filing
procedures. Moreover, QFlls and RQFlls are allowed to
designate one or more custodian banks in China according
to the New Measures.

New Rules on Stock Incentives for Foreign Employees of A-Share Listed Companies Issued (KN L

MAFASER LS E5RBHESEEINE) A5

201952 712H, " E ANRMRAT. EZINCE B R A
A 7 (BEN BT m AN 5 T2 5 B Bt < B
INED CE IRk 7 ), MBI BT A B RS R
T2 5 ARG EEAT T 4651 -

On February 12th, 2019, the People’s Bank of China and the
State Administration of Foreign Exchange (“SAFE”) jointly issued
the Measures for the Administration of Funds for Participation in
Stock Incentives by Foreign Employees of Domestic Listed
Companies (“the Measures”).
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According to the Measures, if foreign employees of an A-share
listed company participate in the company’s employee stock
incentive plan (“ESOP”), the company shall, within 30 days after
the disclosure of such plan, go through the ESOP registration
with the competent local SAFE office. Thereafter, the listed
company and foreign employees could directly handle the cross-
border receipts and payments, capital transfers and remittances
with relevant banks without obtaining any prior approval from any
government authority. The foreign employees of domestic listed
companies could tap the funds needed for ESOP either from
their legitimate income in China or inward remittances.

The introduction of the Measures strongly supports the
implementation of the stock incentive policy for foreign
employees of A-share listed companies, and thus would
accelerate the opening up of China capital market.
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