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On April 27, 2020, the 13th meeting of the Central Commission
of Comprehensively Deepening Reform deliberated and
approved the Overall Implementation Plan for the Growth
Enterprise Market (“GEM”) Reform and Launch of the Pilot
Registration System. CSRC subsequently circulated four draft
documents (including the Trial Administrative Measures for the
Registration of Initial Public Offerings on GEM, among others),
while the Shenzhen Stock Exchange (“SZSE”) also publicized
several draft or revised implementing rules (including the Stock
Listing Rules on GEM of SZSE, among others; for easy
reference, together with all above documents, collectively, the
“Reform Documents”). The promulgation of the Reform
Documents have signaled that after the pilot registration system
reform is adopted by the Science and Technology Innovation
Board (also known as the STAR Market), the long-awaiting
overall reform for the existing Chinese stock markets will start
with the GEM board.

Although most of the Reform Documents have not yet come into
force, we found a few points as highlighted below are quite
noteworthy:

1. GEM reform is based on the STAR Market experience and
also carries its own features. With respect to such core
requirements as the stock offering conditions, registration
procedures, issuance and underwriting, information
disclosure, administration and penalties, the GEM reform
generally stays consistent with the STAR Market practice
but with necessary adjustments and improvements. To
better differentiate itself from the STAR Market when
serving innovative enterprises, GEM is further positioned
by the Reform Documents as a place to primarily serve
innovative and venture companies with growth potentials,
supporting deepening integration of traditional industries
and new technologies, new industries and new business
models, while the STAR Market will continue to focus on
science and technology innovations.

2. Companies with special conditions are allowed to list on
GEM, under circumstances somewhat different from those
of STAR Market. Similar to the STAR Market, GEM also
adopts diversified listing requirements based on the
candidate’s market value and other financial indicators,
allowing certain special types of eligible entities including
red chip enterprises, companies with dual voting structure,
and companies not yet profitable to get listed on GEM. ltis
noteworthy though that red chip enterprises and companies
with dual voting structure will qualify for listing on GEM only
if they are profitable in the latest year, which is not required
by the STAR Market. For companies not yet profitable,
although the Reform Documents allow them to list on GEM,
there is no plan to implement this point in a year or so
according to the spokesperson for SZSE, leaving this
provision for further evaluation later on.

3. Alterations to corresponding systems. To support the new
registration system, the Reform Documents also provide
adjustments to rules on trading, delisting and regulations,
among others. For examples, in terms of trading, GEM will
remove limits on price range for the first five days upon IPO
and allow up to 20% change in stock prices thereafter. In
terms of investor eligibilities, the existing investors and new
investors will be treated separately based on different risk
management requirements. To emphasize the importance
of information disclosure under the registration system, the
requirements are tightened up and the penalties are
increased. To improve qualities of GEM listings, the
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CSRC Further Clarifies Rules for Onshore Listing of Red Chip Companies
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delisting system is amended as well.

To ensure a smooth transition, CSRC announced work
arrangements for the transitional period: (i) Starting April 27,
2020, CSRC would stop accepting new applications for IPO on
GEM, although applications for refinancing or merger and
reorganizations would not be affected; (ii) IPO candidates which
have passed the examination of the Issuance Examination
Committee but have not obtained CSRC approval may proceed
with IPO by observing the current rules, or choose to postpone
IPO, wait and apply to SZSE instead after the Reform
Documents become effective; and (iii) within 10 working days
after the Reform Documents take effect, SZSE will only review
cases previously submitted to CSRC. New applications will be
accepted thereafter.

The GEM reform comes as a further exploration following the
STAR Market practice under the new Securities Law, in an effort
to accumulate more experiences in preparation of broader
registration system reforms for the Main Board and other existing
stock markets. In light of the STAR Market reform schedule, it is
expected that the GEM reform could officially be implemented
within this year. We will closely monitor the developments in this
area.

E M &t — 2P PR 4

Following the GEM registration system reform that would allow
eligible red chip enterprises to be listed on GEM, CSRC issued
the Announcement on Relevant Arrangements for Listing of
Innovative Pilot Red Chip Enterprises on Domestic Stock
Markets (the “Announcement”), providing potential opportunities
for innovative pilot red chip enterprises to get listed on the Main
Board, the Small and Medium Enterprise Board, the GEM board
and the STAR Market. Before the Announcement, the listing of
red chip enterprises on domestic stock exchanges were mainly
regulated by the Pilot Programs of Issuance of Shares and
Depository Receipts by Innovative Enterprises in China and other
CDR rules issued by CSRC, as well as relevant provisions under
the implementing rules of GEM and the STAR Market
(collectively, the “Original Red Chip Listing Rules”).

The Announcement further clarified the listing rules of red chip
enterprises in domestic stock markets from the following aspects:
(i) Added a listing condition - According to the Original Red Chip
Listing Rules, red chip enterprises that are listed overseas may
list domestically if they have a market value of no less than
RMB200 billion. As an exception to this requirement, the
Announcement added one more condition under which a red chip
enterprise may also list in mainland China if it has a market value
of more than RMB20 billion and has independent and
internationally leading technologies, strong scientific and
technological innovation abilities and competitive industry
advantages; (ii) Listing with variable interest entity (or VIE)
structure is addressed - For applications by red chip enterprises
with VIE structures, the Announcement specified that CSRC will
seek opinions from the competent department in charge under
the State Council, the National Development and Reform
Commission and the Ministry of Commerce and handle the case
in accordance with applicable laws and regulations; and (jii)
Reduction of pre-IPO shares by red chip enterprises not listed
overseas is also considered - According to the Announcement,
red chip enterprises should submit a plan to CSRC on the
proposed reduction of its pre-IPO shares and use of foreign
exchanges, and CSRC will consult with competent government
authorities on how to specifically deal with the proposed
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reduction.

The Announcement has only outlined the basic principles to deal
with VIE structures and reduction of pre-IPO shares. We expect
that these sensitive issues will be further regulated and clarified
by the implementing rules and the government practice later on.

CROSS-BORDER INVESTMENTS / B8

China Removes Quota Restrictions for QFIl and RQFIl Programs
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China Adopts Pilot Policies on QFLP, QDLP and QDIE for Greater Bay Area
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On May 7, 2020, the People’s Bank of China and the State
Administration of Foreign Exchange (“SAFE”) jointly released the
Provisions on the Administration of Domestic Securities and
Futures Investment Funds of Foreign Institutional Investors (the
“Provisions”), which will take effect on June 6, 2020. The
Provisions reaffirmed the SAFE’s decision to remove quota limits
on Qualified Foreign Institutional Investor (“QFII”) and RMB
Qualified Foreign Institutional Investor (“RQFII”; together with
QFII, collectively, the “Qualified Foreign Investors”), and further
relaxed and simplified the procedures for the administration of
the Qualified Foreign Investors’ inbound investments. Highlights
from the Provisions include, among others: (i) replacing quota
limits and consolidating QFIl and RQFII investment channels into
a unified registration administration without differentiating RMB
from foreign currencies. All Qualified Foreign Investors, following
successful registrations with SAFE, will be allowed to choose
currency types and timing of funding for inbound investments on
their own; (ii) simplifying procedures for repatriation of investment
proceeds. Qualified Foreign Investors will only be required to
submit a letter of undertaking on tax compliance, without the
need to submit any special audit report or tax recordation forms;
and (iii) removing limits on number of custodian banks (however,
where there are two or more custodians, a reporting principal
should be selected from the custodians) and improving risk
management associated with foreign exchange and investment
activities by the Qualified Foreign Investors.

The Provisions represent a step of China’s effort to further open
up its financial services market and will help attract more foreign
investors to participate in China’s capital market.

BH#RAE X QFLP,

On May 14, 2020, in an effort to facilitate further opening-ups and
innovations of the Guangdong-Hong Kong-Macau Greater Bay
Area’s finance sector, the People’s Bank of China, together with
three other relevant authorities jointly released the Opinions
Concerning Financial Support for the Development of the Greater
Bay Area (the “Opinions”), comprising a total of 26 measures that
covers some five areas. It is noteworthy that the Opinions
introduces pilot programs for cross-border PE investments,
allowing Hong Kong and Macau-based institutional investors to
invest in PE/VC funds incorporated in the Greater Bay Area
through QFLP. It also promotes pilot programs of QDLP and
QDIE step by step, and encourages overseas investments by
domestic PE funds.

While the pilot schemes of QFLP, QDLP and QDIE have been
previously adopted in a few cities including Shanghai and
Shenzhen, specific rules and practice such as qualification
requirements, scope of investments as well as authorities and
procedures for approvals varied from city to city. In general,
QFLP allows foreign investments in domestic PE/VC markets
through foreign-invested equity investment enterprises upon
approvals from the competent government authority. QDLP and

4
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China Enters Era of Civil Code

20204E5H28H, -+ =4 A RAFR RSB =K
SWERREY T (b ANRIEMERZER) (R
FUD 7D, B TR E R AR 1R,
(RZHL) ¥ B2021F1 A1 HEAT, JTHAZR
AT (REENDY o (RIESMD .« (IR
FE) L EIE) L CERFEED) SRR R R AL

MG ERE,  (RIEMD) L0 -t SN
G DIRUG. BRG. NHEBUGR . USIRRKIE SN 2K 7K
Git s ARALTUIES, LB B AR AS G AR U 55,
HoAh 452 3 3 5 DUAT R AT IR . WA B
K, (RIEM) JFRBE DT REEHZEM IO
HEZE, REWHS PATIRR N IUTIE, e atts
KIEH GO B AHIT T 278, BT 5%
e BIUTR AR BUSL Rg  FEPIR G PR SR A
B IR BB T B SRS, e TR
Faks MZIRAL BB ARG DATIEEEBIRE; nsg 1
AN EAMEEAL 5 Bk E BRI BRI R 9
R o QG 7/ o 1k 7/ R S SRR BN AP
178 R LR B RS . MRS AT R R
EMIERIVEEH,  (RIEM) EHORIRE L ORIE 7 3L
AR RS E PE A E Y b R B4, JF: R ek [ 2
T AR R R RTAR W T E RR. BEAE (R ) A
A7, BRIUAT RF AT IREOR R 1L Ah, 52 R 1%
B IR O % F VA RS T RE L TG BB DG B 58
#, DUREEHER S —.

INTELLECTUAL PROPERTY / &R

QDIE, as two outbound investment channels other than ODI,
allow qualified investment institutions to raise RMB funds from
domestic investors and invest in designated overseas markets
after obtaining required approvals. Since the Opinions have not
provided implementation details for these QFLP, QDLP and
QDIE pilot schemes, it remains to be seen whether and to what
extent they will be different from other pilot cities’ programs.

RIGHIERED, +ERERAZR

On May 28, 2020, the Third Session of the 13th National
People’s Congress adopted the Civil Code of the People’s
Republic of China (the “Civil Code”), proclaiming the advent of
China’s “Era of Civil Code”. The Civil Code will come into force
on January 1, 2021. As a result, various civil laws and
regulations currently in effect including the General Principles of
the Civil Law, the General Rules of the Civil Law, the Real
Property Law , the Marriage Law and the Contract Law will be
repealed.

The Civil Code consists of seven chapters, namely, the chapters
of general rules, real property, contracts, personality rights,
marriage and family, inheritance, tort liability, and supplementary
provisions. Except for the personality rights and supplementary
provisions, each chapter corresponds to one applicable civil law.
In terms of the contents, the Civil Code, to a great extent,
consolidates the existing civil regulations with supplements,
amendments and improvements based on societal
developments. For examples, the Civil Code adds an entire
chapter of personality rights. It also introduces residential rights
and cooling-off periods in divorce cases. In addition, the Civil
Code improves regulations on form contracts, network
infringements, testamentary succession and etc., strengthens
protection of rights related to personal information, privacy and
proprietorship and specifically prohibits such illegal behaviors as
usury, sexual harassment, throwing at the upper air.

The Civil Code, being the cornerstone law to govern civil and
commercial activities, maintains the stability of the law and the
consistency of the law enforcement, which also reflects
developments in modern Chinese societies. Following the
enactment of the Civil Code, clarifications on integrating with
existing civil laws, regulations and judicial interpretations are
anticipated for a smooth transition.
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On April 30, 2020, the Draft Amendments to the Copyright Law
of the People’s Republic of China (the “Draft Amendments”) was
released by the National People’s Congress for public
comments. The amendments aim to address major
developments in the copyright field since last overhaul to the law
in 2010. Highlights from the Draft Amendments include, among
others:

1. Clear definition of Works. The current Copyright Law lists
several types of Works but does not give any definition of
Works. The Draft Amendments propose to borrow the
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definition of Works set forth under the Implementing
Regulations of the Copyright Law which refers to
intellectual products with originality in the fields of
literature, arts and science that are reproducible in
tangible forms. The Draft Amendments also attempt to
improve descriptions of certain types of Works, e.g.,
replacing the type of audiovisual works with
cinematographic works and works created through a
process similar to cinematography to incorporate the
emerging new types of intellectual products such as short
video clips and live video streaming which cannot be
easily categorized under current copyright laws and
regulations.

Increased penalties on IP right infringements. To crack
down on copyright infringements, the Draft Amendments
propose to raise penalties, imposing punitive damages on
malicious cases where the infringing party could be held
responsible for fines of up to 5 times the amount of actual
losses, illegal profits or royalties. Further, it plans to
increase the damage compensation cap from
RMB500,000 to RMB5 million.
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In addition to the above two points, the Draft Amendments also
include provisions to improve the use of Works with joint
authorship, the registration of IP rights, the reasonable use of
copyrights, as well as the integration of the Copyright Law with
other civil laws and regulations.
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