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CSRC Issued New Rules Governing Listco Equity Incentives

E M & A0 BT A B AT

The China Securities Regulatory
Commission (“CSRC”) has recently
released the Administrative Measures
on Equity Incentives of Listed
Companies (Order 126 of CSRC, the
“New Measures”), which will become
effective on August 13, 2016. The
New Measures only apply to the
proposed and future equity incentive
plans which have not yet been
approved by the shareholders’
meetings of the listed companies when
the Measures become effective, while
the already approved plans shall be
implemented according to the
Administrative Measures on Equity
Incentives of Listed Companies
previously issued in 2005 and relevant
supplemental regulations (collectively,
the “Old Measures”).

Compared with the Old Measures, the
New Measures grant the listed
companies with more discretion in
deciding and implementing their equity
incentive plans, and further
standardize and streamline the
requirements on implementation
procedures and information disclosure.
Under the New Measures,
independent directors and the board of
supervisors will have more influence
over equity incentives, and law firms
are expected to play a more critical
role, as special legal opinions are
required to be issued throughout the
whole process of implementation of
equity incentives. The highlights of the
New Measures include:

1. The New Measures clarify the
circumstances under which a
listed company is not allowed to
adopt equity incentive plan: (i) a
certified accountant has issued
an audit report with adverse
opinion or disclaimer of opinion
in respect of the company’s
internal control in the most
recent fiscal year; (ii) the
company fails to distribute profits
in accordance with laws and
regulations, articles of
association or publicly
announced commitments in the
recent 36 months after the
listing; (iii) the applicable laws
and regulations prohibit the
company from implementing
equity incentive plans.

2. The New Measures further
perfect the rules on the
implementation time, persons
receiving incentives, number of
granted shares, grant price and
exercise price, performance
evaluation etc. under equity

incentive plans. Specially, the
mandatory 30-day interval period
from the occurrence of a major
event (e. g., the issuance of new
shares, merger, acquisition and
reorganization, assets injection,
issuance of convertible bonds or
regular bonds) to the
implementation of the incentive
plan is canceled, so that the
company may carry out the
equity incentive plans
simultaneously with those major
events. Independent directors,
supervisors, shareholders who
individually or jointly hold more
than 5% of the shares of the
company or the company’s
actual controller and his/her
spouse, parents and children are
not eligible for equity incentives,
while the expatriate employees
working in China are allowed to
receive equity incentives.
Moreover, the maximum
percentage of reserved interests
is raised from 10% to 20% of the
interests to be granted under the
proposed equity incentive plans.
Also, the grant price and
exercise price are only subject to
general principles rather than
mandatory requirements, so that
the company may choose its
preferred pricing mechanism
based on its actual situation.
The New Measures further
provide that the indicators for
performance evaluation shall
include performance indicators
for both the company and the
person receiving equity
incentives.

The New Measures no longer
require a listed company to
conduct prior filing with CSRC
for the purpose of implementing
equity incentive plans. Instead,
the company shall publish the
names and titles of the persons
covered by the incentive plan
within the company, and publicly
announce the board resolutions,
the draft plan and the opinions of
independent directors and the
board of supervisors before
submitting the plan to the
shareholders’ meeting for
approval. The company shall
also conduct internal inspection
and disclose the inspection
results on whether any person
possessing insider information
has traded company shares or
relevant derivatives within 6
months before the date on which
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the plan is announced.

4. The New Measures add a
separate chapter for information
disclosure and strengthen the
supervision and administration
over information disclosure by
specifying detailed requirements
for the time, contents and
procedures for information
disclosure during the
implementation of equity
incentive plans.
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State Council Further Relaxed Restrictions on Foreign Investment in FTZs
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On July 1, 2016, the State Council
issued the Decision on Temporarily
Adjusting the Provisions of the
Relevant Administrative Regulations,
Documents of the State Council and
Departmental Rules Approved by the
State Council in Pilot Free Trade
Zones (the “Decision”), which has
become effective on the date of
promulgation. According to the
Decision, the State Council decided to,
in the Guangdong, Tianjin, Fujian and
Shanghai Pilot Free Trade Zones (the
“FTZ(s)”), temporarily adjust certain
provisions of 18 administrative
regulations, 4 State Council
documents and 4 departmental rules
approved by the State Council. The
Decision involves 51 adjusted items in
total and the major adjustments
include:

1. First of all, foreign investments
in the industrial sectors outside
of the negative list are now only
subject to record-filings instead
of administrative examinations
and approvals. To be specific,
relevant foreign-invested
projects (unless the State
Council reserves the approval
requirements for the same
domestic invested projects) as
well as the establishments and
changes of relevant foreign-
invested enterprises (including
division, merger, increase or
decrease of registered capital,
equity transfer, change of
operating period, termination of
enterprises) are only subject to
record-filings instead of
governmental approvals.

2. Moreover, the restrictions on
foreign investments in certain
industrial sectors have also

foreign-owned enterprises to
engage in the construction and
operation of gas stations, as well
as the utilization of mine gas; (iii)
replaces the approval
requirements with record-filing
procedures for foreign investors
to carry out mineral explorations
and establish mining enterprises
in the non-oil/gas mineral
resources sectors that are not
included in the negative list; (iv)
cancels the requirements on the
controlling position of mainland
parties in the Mainland-Taiwan
equity joint ventures engaging in
the breeding of new crops
(excluding genetically modified
crops and grain, cotton and oil
crops) and production of crop
seeds (excluding genetically
modified seeds); (v) abolishes
the restrictions on foreign
investments in the purchase of
grain, wholesales of grain and
cotton, and construction and
operation of large-scale
wholesale markets for
agricultural products; and (vi)
allows foreign investors to
establish wholly foreign-owned
entertainment venues to provide
services within the FTZs. Even
though the Decision has already
become effective, detailed
measures still need to be
stipulated by relevant
government agencies in order to
implement the adjustments in
certain sectors (e.g.,
establishment of for-profit Sino-
foreign cooperative training
institutions and the wholly
foreign-owned entertainment
venues).

It is noteworthy that, while most of the
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been relaxed. Specifically, the
Decision temporarily (i) cancels
the restrictions on foreign
shareholdings and qualification
requirements for foreign
investors in steel industry, and
open the gate for wholly foreign-
owned steel production
enterprises; (ii) allows foreign
investors to establish wholly

adjustments are applicable to all four
FTZs, some only apply to one or
several specific FTZs. For example,
the adjustments concerning the
breeding of new crops and the
production of crop seeds will only be
implemented in Fujian FTZ.
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CSRC Strengthened Administration over Private Asset Management Business of Securities and

Futures Institutions
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CSRC has recently released the
Interim Administrative Provisions on
the Operation of the Private Asset
Management Business of Securities
and Futures Operation Institutions (the
“Provisions”), which has become
effective on July 18, 2016. This new
regulation to some extent is an
updated version of the Detailed Rules
on the Prohibited Acts during the
Implementation of the "Eight Bottom-
Lines" in Asset Management Business
by Securities and Futures Operation
Institutions issued and implemented
by the Asset Management Association
of China since March, 2015 to further
strength the regulation of the private
asset management business.

In general, the Provisions (i) regulate
the marketing and sales activities by
expressly prohibiting relevant
institutions from promising guaranteed
principal/return or circumventing the
requirements on qualified investors or
the restrictions on the number of
investors; (ii) prohibit any guaranteed
principal/return arrangement for
senior class subscribers and greatly
lower the leverage ratios for various
structured products to control the risks
associated therewith; (iii) specify the
qualification requirements on

investment advisers and forbid such
advisers to directly perform investment
activities; (iv) prohibit business with the
nature of “capital pooling”; and (v)
prohibit the use of excessive
incentives to motivate management
teams.

The Provisions apply to institutions
operating securities and futures
business, including securities
companies, fund management
companies, futures companies and
their subsidiaries that are duly
incorporated for private asset
management business, and apply by
reference to the private securities
investment fund managers. However,
the Provisions do not apply to the
asset securitization business operated
by securities companies and
subsidiaries of fund management
companies. Moreover, the
requirements for marketing and sales
activities under the Provisions shall
also apply to relevant sales agencies.
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SAIC Released Interim Measures for the Administration of Internet Advertising

EXTRERSAm (LM &8 EET L)

Aiming at regulating Internet
advertising activities and protecting
customers’ legal rights, the State
Administration for Industry and
Commerce (“SAIC”) issued the Interim
Measures for the Administration of
Internet Advertising (the “Measures”)
on July 4, 2016, which will become
effective on September 1, 2016.

Under the Measures, Internet
advertising activity is defined to
include any commercial advertising
that directly or indirectly promotes
goods or services through websites,
webpages, Internet applications and
other internet media in the form of text,
picture, audio, video or others.
Moreover, the Measures expressly
include the sponsored-search results
in the scope of Internet advertising
and require search engine service

providers to clearly identify them as
“advertisement” and distinguish them
from organic search results.

The Measures strengthen the
obligations and responsibilities of the
market participants of Internet
advertising activities. Specially,
advertisers are responsible for the
authenticity of the contents of their
advertisements, while advertisement
publishers and advertising agents are
required to verify the relevant
supporting documents and the
contents of the advertisements. The
Measures also specify the
responsibilities of media-side platform
operators, advertising information
exchange platform operators, media-
side platform members, and internet
information service providers that
simply provide information services but
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not participate in the Internet
advertising business. Those entities
are responsible for stopping the
publishing of advertisements that they
know or should have known to be
illegal.
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These updates are intended for information purpose only and are not a legal advice or a substitute for legal consultation for any particular case
or circumstance. © Han Yi Law Offices Al rights reserved.

For further information, please write us at inquiry@hanyilaw.com.
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