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China Introduces Pilot Plan on Stock/Depositary Receipts Issuance by Qualified Innovative
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On March 30, 2018, the General Office of the State Council
publicized the Notice on Forwarding Several Opinions of the
China Securities Regulatory Commission on Pilot Programs of
Issuance of Shares or Depositary Receipts by Innovative
Enterprises in China (the “Pilot Plan”), which provides systematic
supports to qualified innovative entities to sell stocks or issue
Chinese Depositary Receipts (or CDR) on China’s A-share
market.

According to the Pilot Plan, qualification requirements for
enterprises to sell stock or issue CDRs in China will include,
among others, that they are engaged in such high-tech or new
strategic industries as internet, big data, cloud computing,
artificial intelligence, software and integrated circuit, high-end
equipment manufacturing and bio-technology which is consistent
with China’s national strategy, possess core technology and are
highly recognized by the market. In addition, for overseas-listed
large “red-chip” enterprises, their market capitalization should be
higher than RMB200 billion, while for unlisted innovative firms
(whether incorporated onshore or offshore), they should have a
valuation of over RMB20 billion and annual revenue of over
RMB3 billion, or otherwise have rapid revenue growth and hold
competitive self-developed advanced technology. Currently
there are about 10 overseas-traded Chinese companies that had
met the afore-mentioned valuation requirement. The scope of
unlisted but qualified companies is hard to identify at this point.
CSRC is yet to further specify detailed requirements for the Pilot
Plan according to reports.

Under the Pilot Plan, qualified offshore “red-chip” enterprises
may list in China by issuing CDR or selling shares, while qualified
enterprises incorporated in China may apply for IPO. For CDR
issuance, the “red-chip” enterprises are required to fully disclose
the voting mechanism, VIE structure and any other special
arrangement wherever applicable. For share issuance and
listing, if the “red-chip” enterprise involves any VIE arrangement,
CSRC will review and make decision more cautiously. The Pilot
Plan lays out a fundamental framework for issuance of CDRs,
outlining information disclosure requirements, investor protection
and legal liabilities, among others.

In addition to getting listed overseas, qualified “red-chip”
enterprises may also choose to come back to China’s A-share
market and get listed domestically through public share offering
or the issuance of CDRs while maintaining their existing
corporate structure or even VIE arrangements according to the
Pilot Plan, which seems to be major piece of good news for
shareholders and investors, but it is too early to say if this
experiment will become a prevailing practice.

Further, the Pilot Plan mentioned that the share issuance and
listing of “red-chip” enterprises involving VIE structures will be
reviewed by CSRC in a cautious manner (for CDR issuance,
CSRC'’s review and examination will be mainly focused on
information disclosures upon the applicable IPO). It is widely
expected that CSRC’s opinions will more clearly reflect Chinese
government's attitude towards VIE arrangements that have been
quite commonly adopted for a long while by the market for
foreign restricted investment areas but never officially endorsed.

According to reports, CSRC is to promulgate implementing rules
and regulation requirements to deploy and implement the Pilot
Plan. We will closely monitor further developments in this area.
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CSRC Issued New Policy to Facilitate Exit by VC Shareholders from Listed Companies

MM S RAT

Z RSB BT A 7] QLB R A S A IR

UEME 2 T2018FE3H2H KA ( BT A a a5 %54
JBE AR IR A B R E Y C O CREIIEDY 7 )
WAL T A B B A 4 B Aok BT AR AR S LT AT
0% PR A R I [ R ) 1 B 22 e, B TR SR Ak
THEGHAT KR T, MERTE. GERIHMEY B
201846 H2H 17 -

CREBIRLEY (CER TR EES 2 4=
WL (FRFE ST AME T &8Pt B /b dlk
BT B A I B v 5 3R SRS HE50% L -4 2
K)o BFFE EERHIIUEY BRANE R R SR E
SORETR: s SR N TR A AT T 5 N LA ol ) = RO 2 R N £ 574
TR RT3, W H T LATES e AL R K
PR SRR, RIS E (13 S H PR FR I (1
SRR I AR G s R LG PR ) GRS R 238 5 07
SORFFI,  ELA PR A A J R B A1 % i KR
577 IEFER), LIRS N2%) B2 ANF (%
B4R A D B I S B3 8 T
EL IR o =% R8BI K 22 B ) b 43 % 3k & e g R ¥ A 7
BHIRATFRAT L1 5 e Ll — AR AR, <451
FE ) X Bl 1% I 4 (W R AR T BR

SAh, CRERELEDY BAER T R PUE I BT A AR
W IR EEH (LA AR. B ER
B AT EY O QRIFMEY 7 ), WEng)
b 35 % 5 4 A R U TR (W AR B SR, a0qE BBk ER
WS AW, FEEH QREFE) REAE R
FAE .
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NDRC Further Specifies Approval and Filing Requirements for Outbound Investments
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The China Securities Regulatory Commission (or CSRC) issued
the Special Provisions on Reduction of Shares Held by Venture
Capital Shareholders in Listed Companies (the “Special
Provisions”) on March 2, 2018, with an aim to encourage venture
capital (or VC) funds to make long-term value investments. The
Special Provisions will become effective on June 2, 2018,
pursuant to which the IPO lock-up period for VC investors will be
linked to the length of their investments in the underlying listed
companies.

The Special Provisions apply to qualified VC funds only, which
include, among others, that the fund has been registered with
Asset Management Association of China (or AMAC) and the
investment made by the fund in early-stage small and medium
sized enterprises (or SMEs) and high-tech companies is more
than 50% of its total invested amount. For a qualified VC fund, if
its investment in an early stage SME or high-tech company has
been more than 3 years when the investee company is listed, the
VC fund will be allowed to sell its stock faster than previously
upon expiry of the applicable lock-up periods. Specifically, with
respect to the limit on stock reduction, it was required that within
3 months after an IPO, no more than 1% of the listing company
shares should be sold by a VC investor through call auction (or
2% if through block trade). Now according to the Special
Provisions, the 3-month time limit is shortened to 2 months (or 1
month if the VC fund's investment in the underlying company
lasts for more than 4 years). In practice, however, considering
most VC funds do not hold big stakes in investee companies, the
aforementioned adjustment may offer only limited incentive to VC
investors.

In addition, it is specified that areas not covered by the Special
Provisions shall still follow the requirements of the Various Rules
on Reduction of Shares by Shareholders, Directors, Supervisors
and Senior Officers of Listed Companies in terms of information
disclosure and legal liabilities, among others.

ERKREZE

The National Development and Reform Commission (or NDRC)
recently issued the Catalog of Sensitive Sectors for Outbound
Investment (2018 Edition) (the “Catalog”) and the Accompanying
Templates (the “Templates”) for the Administrative Measures on
Outbound Investment of Enterprises (the “Measures”), further
clarifying the scope of approval over outbound investments and
the implementing requirements of approval, filling and reporting
in connection with outbound investments. The Measures, the
Catalog and the Templates have become effective on March 1,
2018.

(iy  The Catalog. In addition to the three sensitive sectors
including news media as specified under the Measures,
such industries as real estate, hotels, movie theaters,
entertainment, sports clubs and equity investment funds or
investment platforms established in foreign countries or
regions not for specific industrial projects that are subject
to outbound investment approval under the Notice on
Forwarding the Guiding Opinions of the National
Development and Reform Commission, the Ministry of
Commerce, the People’s Band of China and the Ministry of
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Commerce, the People’s Bank of China and the Ministry of
Foreign Affairs on Further Guiding and Regulating the
Directions of Outbound Investments (please see our
September 2017 issue of China Regulatory Updates for
details) are governed by the Catalog as well.

(i) The Templates. The Templates specified more extensive
requirements on the approval, filing and reporting of
outbound investments. Set below are a few highlights for
your general reference:

(@) Ultimate shareholding structure will be looked
through. Investors are required to disclose the
shareholding details, including the ultimate
controlling party or parties. In most cases, such an
ultimate controlling party should be a natural person
or a state-owned Chinese entity. Specifically, where
an investor is a partnership, it should disclose its
general partner (including the ultimate controlling
party) and top 5 limited partners by capital
contributions. In addition, if any control is realized
through agreement, trust, nominal shareholder or
otherwise, details of such arrangements should also
be reported to NDRC.

(b) Investments by offshore vehicles are subject to
supervision. For investments over USD300 million in
non-sensitive sectors of offshore vehicles that are
controlled by onshore Chinese entity where the
investments do not involve injection of assets or
equity, or provision of financing or guarantee by the
Chinese entity, the relevant investment information
should be reported to NDRC. When any overseas
investment also involves onshore Chinese entity,
depending on whether it is in sensitive or non-
sensitive industry, applicable approval or filling
procedure should be followed.

(c)  FEull disclosure of source of funds and investment
activities are required. For any offshore investment,
the onshore Chinese entity is required to provide
documents demonstrating the authenticity and
legality of the source of funds. In addition,
disclosures are required to include the direct,
intermediate and ultimate destination countries and
regions if an investment involves multilayer offshore
investment vehicles.

(d)  Risk evaluation is part of information disclosure.
Analyses of impact on Chinese national security and
interests as well as potential major risks and
prevention measures of a proposed outbound
investment are also required to submit to NDRC
according to the new regulation requirements.

The Catalog and the Measures established a new regulatory
framework for outbound investments which on one hand further
streamlined administrative procedures in favor of overseas
investments, while on the other hand raising extensive and more
specific disclosure requirements, indicating Chinese
government’s determination to strictly control capital outflows.
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The People’s Bank of China or PBOC issued the Announcement
No. 7 on March 19, 2018 (the “Announcement”), which specified
the entry requirements and regulatory policies for foreign-
investments in payment settlement institutions. Together with
the Administrative Measures on Payment Services of Non-
Financial Organizations (the “Payment Measures”), the
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Announcement established a regulatory regime governing
domestic and foreign payment settlement institutions which will
perform unified requirements on market entry and supervision.

According to the Announcement, if any overseas institution
intends to provide electronic payment settlement services to
onshore Chinese entities for domestic and foreign transactions, it
shall establish a foreign-invested enterprise (or FIE) in China and
obtain a Third-Party Payment License in accordance with the
Payment Measures. The overseas institution itself should
already have an integrated payment settlement system and a
disaster recovery system. In addition, for any information,
personal and financial, that is collected and generated in China,
the storage, processing and analysis of which should also be
conducted onshore in China. Further, among other
requirements, to obtain a Third-Party Payment License, the paid-
in registered capital of the onshore FIE must exceed RMB100
million (or RMB30 million if the payment settlement services of
the FIE will only be provided in the territory of a province, an
autonomous region or a municipality under Beijing central
government’s direct administration), while the major capital
sponsor of the FIE should have been providing information
processing support services to financial institutions or e-
commerce businesses and have been making profits for more
than 2 years consecutively.

Currently, the third-party payment service in China is almost
dominated by Alipay and WeChat Pay, two major payment
settlement tools developed by Chinese web giants Alibaba and
Tencent, respectively. In addition, PBOC had declared
previously that within certain period of time, it generally would not
issue new license to any third-party payment settlement
business. Therefore, whether the Announcement could be
interpreted as a turning point for foreign investments in payment
settlement area remains to be seen.

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.

CONTACT US

Shanghai Office

Suite 1801, Tower I, Huayi Plaza
2020 West Zhongshan Road
Shanghai 20023“) China

Tel: (86-21) 6083-9800

Fax: (86-21) 6083-9811

Beijing Office

Suite B-1503

15 West Chaoyang Park Road
Be1)mg 100026 China

Tel: (86-10) 5867-0155

Fax: (86-10) 5867-0155




