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On April 24, 2018, the Stock Exchange of Hong Kong Limited
(the “HKEX”) announced the Consultation Conclusions on the
Listing Regime for Companies in Emerging and Innovative
Sectors and the relevant amendments to the main board listing
rules (the “New Rules”). Effective from April 30, the New Rules
made significant changes to the current rules:

(a) allow a qualified issuer to have weighted voting right or
WVR structure. An issuer with the WVR structure has a
super voting class of common stock, enabling the founders
to maintain control over the issuer with diluted equity.
According to the New Rules, the beneficiaries of WVR shall
be directors of the issuer, and the voting power attached to
WVR shares shall not be more than ten times of the voting
power of the ordinary shares. A qualified WVR issuer is
required to have a higher market capitalization of not less
than HKDA40 billion, or a market capitalization of not less
than HKD10 billion plus revenue of at least HKD1 billion for
its most recent audited financial year. To protect investors’
rights, certain key matters such as amending the articles of
association shall remain decided on a “one-share, one-
vote” basis by the stockholders. HKEx has for a long
history adhered to the “one-share, one-vote” governance
principle. Its allowance of the WVR structure is a landmark
change that is expected to attract a large number of
innovative companies to the Hong Kong capital market.
Xiaomi, a tech giant, has recently filed for an IPO in Hong
Kong with the WRYV structure.

(b) permit listings of biotech companies that do not meet
financial eligibility tests for the main board. Such a biotech
company is required to have a minimum expected market
capitalization of HKD1.5 billion at the time of listing and to
have been in operation in its current line of business for at
least two financial years prior to listing under substantially
the same management group. This amendment has been
introduced to the biotech industry that is featured with
higher potential and longer investment cycle.

(c) establish a new concessionary secondary listing route for
Greater China and international innovative companies that
wish to secondary list in Hong Kong. To be qualified for
such secondary listing, the issuers are required to have a
good compliance record for at least two full financial years
on a qualified exchange such as the New York Stock
Exchange, NASDAQ, and the Main Market of London
Stock Exchange plc., and they shall have an expected
market capitalization as of the secondary listing of a certain
amount, among others. The New Rules also unleashed a
previous restriction and now welcome the Greater China
innovative issuers to have secondary listing in HKEX, in a
hope to attract China-focused innovative companies that
have already listed on qualified exchanges to return to the
Hong Kong market.

CSRC Officially Launched H-share Convertibility Reform  Hft “£&HiE” RS ERES)

20184 H20H , 1l M 2= $ 5 B 48 2 I i B &KH
BeemmER ik, FH, hEIERSILEEE R
TAEAT CREGED AIRYNESR T 5 CIER
B BeA R AT T (HB 4 v ok 45 szt 40 )
GRATY ) (Szigmmy ™, LISz | W

On 20 April 2018, the China Securities Regulatory Commission
(“CSRC”) announced that Legend Holdings Corporation would
be the first pilot company for the H shares convertibility reform.
On the same date, the China Securities Depository and Clearing
Corporation Limited (“CSDC”) and the Shenzhen Stock
Exchange (“SZSE”) jointly issued the Trial Implementing Rules
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New Asset Management Regulation Released
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Supreme Court Rarely Invalidated An Entrusted Agreement

for the Pilot Program on Convertibility of H-shares (the “Rules”),
setting forth the various implementation rules to enable mainland
shareholders of H-share companies to convert their non-tradable
stock into free floating H-shares, from such perspectives as
account arrangements, cross-border transfer registration,
custodian maintenance details on securities, among others.
According to SZSE, CSDC will further formulate more detailed
guidelines to implement the H-shares convertibility reform within
the framework of the Rules.

A successful convertibility reform on H-shares is expected to
attract more high-quality mainland companies to get listed on the
Hong Kong capital market and would also provide the private
equity investors with more flexible exit opportunities.

PUEIIIER TR (BREHM)

On April 27, 2018, People’s Bank of China, the China Banking
and Insurance Regulatory Commission, the CSRC and the State
Administration of Foreign Exchange officially announced the
Guiding Opinions on Regulating Asset Management Business of
Financial Institutions (the “Guiding Opinions”). Compared with
the draft for comments (see the December 2017 issue of Han
Yi’'s China Regulatory Updates for details), the Guiding Opinions
have specified that they shall apply to the private equity funds as
well (unless otherwise stipulated by applicable laws and
administrative regulations). Venture capital funds and
government-sponsored industry investment funds are however
not governed by the Guiding Opinions and the relevant rules will
be otherwise formulated.

The Guiding Opinions further extended the transition period to
the end of 2020, with an effort to provide more rectification time
for the relevant issuers and managers. More detailed
implementation rules are yet to be spelt out to address certain
discrepancies between the Guiding Opinions and other CSRC
rules governing the private equity funds (such as the Interim
Measures for the Supervision and Administration of Private
Investment Funds).

B AT A R ORRG A F AU

In a recent ruling by China’s Supreme Court (the “Supreme
Court”) (Fujian Weijie Investment Co., Ltd. (“Weijie”) v. Fuzhou
Tiance Industry Co., Ltd. (“Tiance”)), the Supreme Court ruled
invalidity of a shareholding entrustment agreement regarding
entrusted equity interest held by Weijie in the interest of Tiance
involving Tiance’s investment in June Life Insurance Co., Ltd.

In similar cases of the past, the applicable courts generally
recognize validity of an underlying entrusted agreement unless
such an agreement “violates the mandatory provisions of the
applicable laws and administrative regulations (as formulated by
the National People's Congress (or its standing committee) or
the State Council, respectively)” in accordance with the Contract
Law. In this case, however, the Supreme Court claimed that the
underlying entrustment agreement violated a provision that “an
investor shall not entrust or be entrusted by others to hold the
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China Allows Foreign Investors to Control Securities Firms
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equity interest of an insurance company” as provided under the
Administrative Measures for the Equity of Insurance Companies,
a lower-level departmental rule promulgated by China Insurance
Regulatory Commission. The Supreme Court reasoned that
allowing the entrusted shareholding arrangement involving
insurance companies would increase financial risks and even
result in social instability, and it found necessary to invalid such
an agreement applying another principle under the Contract Law
that such an arrangement “damages public interests”. This ruling
is likely to set up an important precedent in connection with the
commonly seen entrusted arrangement. When the relevant
parties enter into entrusted agreements involving sensitive
industries, for example, the financial industry, they should not
only look into the mandatory requirements under the applicable
laws and administrative regulations promulgated by the National
People’s Congress and the State Council, but also should
carefully evaluate other lower-effect regulatory rules so as to
ensure the validity of such an entrusted arrangement.
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CSRC has recently issued the Administrative Measures for
Foreign Investment in Securities Companies, lifting the
restrictions on qualified foreign investors becoming controlling
shareholders in joint-venture securities companies, and raising
the foreign ownership cap from 49% to 51%. This is to
implement the relevant signals to further open up China’s various
financial sectors to foreign investors involving banking,
securities, and insurance industries, etc. (see the December
2017 issue of Han Yi’s China Regulatory Updates for details) as
released during the meeting between the presidents of the US
and China in November 2017 and recently at the Boao Forum for
Asia Annual Conference 2018.
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