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Dear Director General Shen,
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ASIFMA is an independent, regional trade association with over 135 member firms comprising a diverse range of leading financial
institutions from both the buy and sell side, including banks, asset managers, professional and consulting firms, and market
infrastructure service providers. Together, we harness the shared interests of the financial industry to promote the development
of liquid, deep and broad capital markets in Asia. ASIFMA advocates stable, innovative, competitive and efficient Asian capital
markets that are necessary to support the region’s economic growth. We drive consensus, advocate solutions and effect change
around key issues through the collective strength and clarity of one industry voice. Our many initiatives include consultations
with regulators and exchanges, development of uniform industry standards, advocacy for enhanced markets through policy
papers, and lowering the cost of doing business in the region. Through the GFMA alliance with SIFMA in the United States and
AFME in Europe, ASIFMA also provides insights on global best practices and standards to benefit the region.
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Hope this letter finds you well. The letter is intended to present the recommendations and
suggestions proposed by the member institutions of Asia Securities Industry and Financial
Markets Association (ASIFMA) with respect to the amendments and implementation of the
new Securities Law of the People's Republic of China (hereinafter referred to as the "New Law"
or "New Securities Law"). We really appreciate your time for reading this letter, and we are
most honoured to be given the opportunity to consult with you and the relevant departments
of the China Securities Regulatory Commission (CSRC) on the issues discussed herein.
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The New Securities Law came into force on December 28, 2019 and has been officially
implemented since March 1, 2020. Pursuant to the Circular on Relevant Work Concerning
Implementing the New Securities Law issued by the General Office of the State Council on
February 29, 2020 (Guobanfa [2020] No. 5), the CSRC, the Ministry of Justice and other
regulatory authorities will need to initiate a special review of and propose amendments in a
timely manner to the relevant administrative regulations so as to align with the provisions of
the New Securities Law. The member institutions of ASIFMA are very focused on the
implementation of the New Securities Law as well as the revision and amendment of relevant
laws, regulations and normative documents proposed by the relevant regulators in
accordance with the New Law. We welcome and are supportive of certain revisions in the New
Law, for example, the implementation of registration based offering regime. ASIFMA is very
keen to work closely and provide assistance to the relevant authorities throughout the
process of law-making and interpretation of rules and regulations, while sharing suggestions
and comments from subject matter experts in the industry.
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To make the rule-making process more functional to the foreign institutions, ASIFMA would
request the CSRC to conduct thorough consultations with industry associations such as
ASIFMA, before the rule-making process is finalized. Similar practices for industry engagement
are prevalent in other jurisdictions such as Hong Kong, Singapore, Japan and Australia.
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Given the wide range of issues addressed in the New Securities Law, it is not possible to discuss
all the issues in sufficient detail herein and we do attempt to keep ourselves apprised of all
the updates and developments regarding such issues from time to time. To avoid redundancy,
we mainly elaborate below on our suggestions and comments in the following aspects,
namely, (i) scope of securities subject to the New Law, (ii) program trading, (iii) short swing
profit rule, (iv) changes in regard to 5% shareholding, (v) restrictions on holding reductions,
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(vi) responsibility of sponsors and underwriters and advance compensation mechanism, (vii)
market manipulation, (viii) market making business, and (ix) providing documents or materials
relating to overseas regulatory authorities, and look forward to future consultations with
relevant authorities to provide additional details and answer any questions that might arise
from the responses provided below.

1. ERTEHE

Scope of Securities Subject to the New Securities Law

1.1 KT R SCRHIEZR 5 ™
Asset-backed securities (ABS) and asset management products (AMP)
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Article 2 of the New Law provides that the New Law applies to (i) shares, corporate bonds,
depositary receipts and other securities recognized by the State Council that are issued
and traded within the territory of the PRC?; and (ii) listed and traded treasury bonds and
fund units of securities investment funds. Besides, the State Council will formulate
administrative measures respectively on the issuance and trading of ABS and AMP in
accordance with the principles of the New Law.
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We understand this change implies that, although the current industry-oriented
regulatory regime remains unchanged, financial regulators shall adopt unified standards
in formulating relevant regulatory rules, that is, to treat ABS and AMP as "quasi-
securities" and formulate relevant rules in accordance with the principles of the New
Securities Law, while adopting mandatory information disclosure and anti-fraud
measures as the main protective mechanisms available for investors. We note that the
Guiding Opinions on Regulating Asset Management Business of Financial Institutions
(hereinafter referred to as the “Guiding Opinions”), promulgated and implemented in
2018, have established a relatively comprehensive regulatory system and have (to some
extent) unified the standards adopted by financial regulatory authorities in formulating

PNAERZHR, PEESEANRICNE, AEFERITRATEIX ., FERSRATEXMGEX, For the purpose of

this Letter, PRC means the People’s Republic of China, excluding Macau, Hong Kong and Taiwan.
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1.2

1.3

' P
asifmaz

regulatory rules, though the detailed rules are still made by each financial regulator in
accordance with the principles under the Guiding Opinions. We would like to know
whether the State Council and its subordinate financial regulatory authorities have
relevant proposals for promulgating unified administrative measures for the issuance and
trading of ABS and AMP in accordance with the principles under the New Law, and
whether they will make unified regulation and enforcement arrangements against
violations involving ABS and AMP by reference to the CSRC’s unified enforcement power
over violations in both the interbank bond market and exchange bond market.

KWL

Futures Law
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We note that the New Law does not incorporate the provision proposed in the Third
Consultation Draft which provides that the State Council shall formulate administrative
measures on the issuance and trading of derivative securities in accordance with the
principles of the Securities Law. The drafters classify derivative securities into securities-
type (e.g. warrants) and contractual-type (e.g. stock index futures). Between the two,
securities-type derivatives can be regarded as other securities recognized by the State
Council and thus subject to the Securities Law, while the contractual-type derivatives may
be subject to the Administrative Regulations on Futures Trading or the Futures Law that
is currently being formulated. We hope to learn more about the legislative process of the
Futures Law and would very much look forward to the release of the consultation paper
of Futures Law.

SRANE

Extraterritorial Jurisdiction
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Notably, a new paragraph has been added to Article 2 of the New Law, which provides
that "issuance and trading activities of securities outside the territory of PRC which
disrupt the domestic market order of the PRC or damage the legitimate rights and
interests of domestic investors shall be regulated and relevant legal liabilities shall be
pursued in accordance with this Law." This indicates that the Securities Law has certain
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extraterritorial jurisdiction, meaning that the issuance or trading activities that occurred
in an exchange or over the counter outside of the territory of PRC may attract relevant
liabilities under the Securities Law, to the extent that they disrupt the market order of
the PRC or damage the legitimate rights and interests of onshore investors. To better
understand how this provision would apply in practice, we hope the CSRC could give
some examples to illustrate the circumstances where this provision may apply, taking
into account (i) the current interconnection between Hong Kong and Mainland securities
markets via Stock Connect, (ii) the Shanghai-London Stock Connect and (iii) PRC eligible
investors investing in overseas primary and secondary securities markets. In particular,
we would like to know whether the CSRC has the intention to publish official
implementation guidelines on the extraterritorial jurisdiction and whether it is CSRC’s
intention to impose additional liabilities and obligations on overseas securities
companies or issuers on top of existing regulatory and compliance requirements imposed
by regulators in relevant overseas securities markets.

2. BRIES

Program Trading
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Article 45 of the New Law provides that program trading conducted through automatic
generation and delivery of trading orders by the computer program shall comply with the
rules prescribed by the securities regulatory authority of the State Council, and shall be
reported to the stock exchanges and shall not impact the security of the trading systems
or the normal trading order of the stock exchanges, which implies that the CSRC is given
the authority to formulate the critical and necessary detailed rules on program trading,
and that each stock exchange will need to put forward its own detailed rules in connection
with the filing of reports on program trading. We would like to learn more about the latest
developments regarding the promulgation of program trading rules by the CSRC, in
particular, whether the CSRC intends to release a new and detailed proposal for public
consultation in light of market development since the last consultation in 2015, and look
forward to further clarification by the CSRC on when and how the reporting system will
be implemented at the stock exchange level. We note that the above-mentioned clauses
are quite vague. For example, in terms of the reporting requirement, the scope of the
information to be reported remains unclear. Moreover, it is unclear what constitutes
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“impact the security of the trading systems or the normal trading order of the stock
exchanges”. Generally speaking, Article 45 is hard to be applied in practice due to its
vagueness and abstractness. It should also be noted that program trading represents a
major and common form of trading especially among professional and institutional
investors in the Chinese markets, and more importantly these experienced investors
perform a critical liquidity provision and price discovery function in the market. Therefore,
consultation from a wide variety of market participants will be essential to avoid any
potential disruption or unintended consequences to liquidity, market order and stability
from the implementation of the new rules.

3. E&RXH

Short Swing Profit Rule
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Article 44 of the New Law stipulates that where a shareholder holding 5% or more of the
shares of a company sells either its shares of the company or other securities in the spirit
of equity within six months after purchasing such shares or securities, or repurchases such
shares or securities within six months after selling such shares or securities, the gains
therefrom, if any, shall belong to the company. However, this requirement shall not apply
to a securities company which comes to hold 5% or more of the shares as a result of
absorbing the unsold shares under the terms of an underwriting agreement on a principal
basis or other circumstances as prescribed by the securities regulatory authority of the
State Council. We understand that according to this Article, the CSRC would have the
authority to grant exemptions and therefore we would be grateful if the CSRC could also
grant such exemptions which would apply in relation to this Article 44 (hereinafter
referred to as the “short swing profit rules”) in order to give a clear guidance and
assurance to market participants so that they can invest with confidence that they will
not be breaching any legal or regulatory provisions in this regard.
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Given that imposition of restriction on short swing profit is intended to establish a
precautionary and deterrent mechanism against insider trading, we recommend the
CSRC, in the course of formulating the short swing profit rules, to refer to the approach
adopted under the Guidelines for Identification of Insider Trading in Securities Market (for
Trial Implementation) released in 2007, namely, to expressly provide for conduct that
does not constitute insider trading, and exempt the following common market practices
that have no intent to conduct trading activities in violation of laws or regulations or
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circumvent regulation from the short swing profit restriction or aggregation of positions,
in accordance with the principles of “reasonable purpose” and “actual holding”.

3.1 X HEh T FR A e 1) SR SRR B T e JE 25T 7 PR

Exemption for trading by index-tracking passive funds
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Index-tracking passive funds may have to frequently buy and sell the underlying
index constituents due to changes in the weightings of constituents of the relevant
index, investors' subscription/redemption applications or other reasons.
Accordingly, such normal trading conduct required by the inherent characteristics of
such fund type should not be subject to the six-month holding period restriction.
Meanwhile, in regulatory practice, index-tracking passive funds, unlike discretionary
funds, would often be exempt from the relevant investment restrictions imposed on
discretionary funds, such as the Double 10% Ratio Limit. In light of the above, it is
recommended to exempt index-tracking passive funds from the application of short
swing profit restriction.
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There are cases where factors beyond an asset manager’s control, such as volatility
in the securities market, merger of listed companies and change in the size of the
AMP, force an AMP to exceed its relevant trading limits, and in order to re-comply
with such regulatory requirements or contractual obligations, the relevant asset
manager has to reduce its shareholding of certain securities, which shall also be
exempt from the application of short swing profit restriction.
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In such cases, it is a common practice for an asset manager to reduce its
shareholding of relevant securities to meet regulatory requirements or contractual
obligations, the purpose of which is reasonable and compliant. Thus, we recommend
to add this as another exemption for short swing profit restriction.

3.3 XFE-EEENERNZARE W, WA R E S IR
I, PUSLH HONZBRE 6 B SRR, AT R SEBCRI R L, FE T 5
RGO RE B LN, B BN TE R R B A R EL ) S R
FoAt 28 7 b IR RR IR B 5 910
For multiple AMPs managed by the same asset manager, if the asset manager
exercises its investment decision-making power and voting rights in relation to the
securities in each AMP’s portfolio independently and in the separate interest of each
of those AMPs, respectively, it should not be necessary for the asset manager to
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aggregate the holdings of all the AMPs under its management when calculating its
own holding.
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First of all, it is recommended to expressly stipulate in the short swing profit rules
that the principle of "actual holding" shall apply for the identification of shareholders
holding more than 5% of shares, namely, to take into account both accounts under
the name of the investor and accounts not under the name of the investor but
actually controlled by the investor with the voting rights thereto also vesting with
such investor. Under such principle, on the one hand, shares held in accounts
actually controlled by an investor shall be aggregated for the purpose of
shareholding calculation, on the other, accounts with investment decision-making
power and voting rights vesting respectively with different entities/investment
teams shall be excluded from such calculation.
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In past regulatory practice, the CSRC applied the principle of “actual control” in
determining whether the National Social Security Fund can be exempt from short
swing profit restriction. Pursuant to the Reply to Several Issues Concerning the
Entrusted Investment of the National Social Security Fund (Zheng Jian Han [2002] No.
201) issued by the CSRC to the National Council for Social Security Fund (NCSSF) in
2002, in the event that the National Social Security Fund holds 5% of the shares in a
listed company, if the investment decisions made by the NCSSF and each investment
manager are independent of each other, then the purchase and sale of the stocks in
such listed company are not subject to the six-month holding period restriction (as
stipulated under Article 47 of the original Securities Law).
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Article 44, Paragraph 2 of the New Securities Law has incorporated the shares held by the spouse, parents, and children of a
listed company's directors, supervisors and senior managers as well as securities or other securities in the spirit of equity held
via others' accounts into the scope of shares that shall be aggregated for the purpose of shareholding calculation, which reflects
the principle of “actual holding” and strict regulation.
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We suggest the CSRC to adopt the same approach as determining the short swing
profit exemption for the National Social Security Fund to all types of AMP, including
but not limited to AMPs offered by fund management companies, securities
companies and futures companies, banks, insurance companies and trusts and
private funds offered by private fund managers, namely, holdings of stocks in a listed
company by multiple AMPs managed by the same asset manager do not need to be
aggregated, provided that both the investment decision-making powers and the
voting rights related to relevant stocks are exercised independently in relation to
each AMP.

3.4 XMFE—HEEHEBELIAFREENEENZADTE N, WRAHSRATE, %
7 it H L 55 R SRR 3R AR e S AT A, WIAETH Bz B il & 3
an (I LB, B HRA IF & BHE T R I LL
For multiple AMPs invested by the same investor that are managed by different
asset managers, if the investment decision-making powers with respect to such AMP
accounts and voting rights related to relevant stocks are exercised independently in
relation to each AMP, then the holdings of all the AMPs need not be aggregated
when calculating the holding of the relevant investor through all of those AMPs.
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Similar to the discussion under point 3.3 above, we recommend the CSRC to refer to
its approach adopted for determining the short swing profit exemption for the
National Social Security Fund when determining the aggregation of holdings for
other types of institutional investors who invest in multiple AMPs managed by
different managers, namely, holdings of all such AMPs invested by such institutional
investors do not need to be aggregated, provided that the investment decision-
making powers and the voting rights related to relevant stocks are exercised
independently by each investment manager in the interests of each separate AMP.

3.5 XA —HEHEWMAWBEEKS LB EERIKS, z5E K [RE
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For an investor’s proprietary account and AMP accounts under its management in
the capacity of investment manager, the holdings of shares by such accounts need
not be aggregated, provided that the investment decision-making powers over such
accounts and the voting rights related to relevant stocks are exercised
independently on behalf of each AMP.
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Likewise, we would be grateful if the CSRC could adopt the same approach as it did
when granting the exemption to the National Social Security Fund in relation to the
calculation of its holdings for the purpose of the short swing profit rule. In particular,
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the aggregation of holdings of the proprietary accounts and AMP accounts managed
by the same institutional investors (e.g. QFlls, fully-licensed securities companies)
should not be required for the purpose of the short swing profit rule shareholding
calculation, provided that (i) the businesses of the proprietary accounts and AMP
accounts can be effectively isolated from each other, and (ii) the decision-making
powers and voting rights are exercised independently on behalf of each account.

3.6 X H LS SR N _EFA G 258 5 1 PR

Exemption for trading of H-shares in principle
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X REERILFFA R — K am KATH A A HRSE R #EAT A28 5 02 15
R G IR A 5 -

At present, Article 44 of the New Securities Law does not distinguish between
different types of securities in regard to short swing profit restriction, namely, it fails
to address whether the short swing profit restriction applies to the trading of H-
shares. Given that Article 2, Paragraph 1 of the New Securities Law stipulates that
issuance and trading of securities within the territory of PRC are subject to the New
Law and that in practice the insider trading activities that occurred in Hong Kong are
regulated by the Hong Kong Securities and Futures Commission, we recommend the
CSRC further specify that the short swing profit rule, which is intended to prevent
insider trading in the A-share market, in principle does not apply to the H-shares. At
the same time, it remains to be clarified whether investors trading A-shares and H-
shares of the same listed company successively in the opposite direction are subject
to the short swing profit restriction.

AR, FRATT I M 20 i 2 58 R o A B AT TR o PRk 3 ) L A
JO AT R

Additionally, we also recommend the CSRC to clarify the scope of securities that
constitute "other securities in the spirit of equity" for the purpose of short swing
profit rule.

3.7 KT ETF #0ill 55 vh A8 2658 2 13 FH R

Application of short swing profit rule in regard to the purchase of ETFs with securities

HAT, P52 ETF ARS8 IR B, #0835 Ja SRI8E 0] ETF 4 i S i
5o FEUGIE M 230 b3 40 R Bk (B 4T O 2 75 AAE 52t B SR ISR DA 0
AT Gy UM BEATRE R o InRLARE S HE R SR AN BBEE s MR A W) 7> 2 L BL B
TR EH . M KPR BN RS ETF Gy 8Us /N H AT BABE [,
B LR ETF G AR ISR Ja N AN A A T AR, 0K IE F A 452 5 FU 5
I3 PR B B HE ETF Gy @il LS R e A, B2 (B ETF 473
WS BEEA MAE RS2 4Ty, BILE AN A WEATSEAR, A&
LA N o
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At present, investors are allowed to purchase stock ETFs with securities. Under such
arrangement, the investors will obtain securities when they subsequently redeem
ETF units. We recommend the CSRC to clarify whether the aforesaid purchase and
redemption are considered as selling and buying securities and thus are subject to
the short swing profit rule. If so, shareholders, directors, supervisors and senior
management personnel holding more than 5% of a listed company's shares are
subject to the short swing profit rule when (i) they redeem ETF units within six
months after purchasing ETF units with securities, or (ii) selling securities redeemed
from ETF units within six months after the aforesaid redemption. An alternative
interpretation is that only (i) selling ETF units right after purchasing ETF units with
securities, and (ii) selling securities redeemed from ETF units are considered as
selling for the purpose of short swing profit rule. Therefore, if an investor purchases
securities after the occurrence of either of the foregoing two selling activities, then
such investor will be subject to the short swing profit rule.

4. S5%FFBRE)
Changes in Regard to 5% Shareholding

5 R THE S Ty BRI R G A5 T 00 40 A BLER SR AL, FRATTER SGIE s 2> AE il # B
FRIBEEBIE 5% M G FE AR BNk 5% 15 BAH EE 55 K58 T BRI ) S K0 U e
0 LT B T AFE 4

Similar to the above discussion on the exemptions for short swing profit restriction, we
suggest the CSRC consider allowing the following exemptions when applying the
information disclosure obligations and the trading restriction period imposed on any
investor holding 5% of shares in a listed company and with respect to every 5% increase
or decrease in such shareholding thereafter:

4.1 X B R B R 4 P S SR 5y i A B S B 111 22 B S
Exempting the trading of index-tracking passive funds from the trading restriction
period.

4.2 XPHHEFWHES . Ll ARSI BB B A BT N A
PRI 2 51 R 8 7 i s s AR J5 D 2 i A SR K 5 [R] 440 7 170 6l 4R AH SRR
I3 VI T G B 2 PR 52 5 W€ o
In the event that factors beyond an asset manager’s control, such as volatility in the
securities market, merger of listed companies and change in the size of the AMP,
force an AMP to exceed its relevant trading limits, the asset manager should be
allowed to reduce its holding of relevant shares to re-comply with any available
regulatory requirements or contractual obligations without breaching the trading
restriction period.

4.3 FEBVETTRFFBRGIFTHEI I, H AT R SR N A e A R EAL
VAHIZhRE, WO T AGFREAFTEHNZ ARG RIHREE - LA
Ity RATIE R 5%, el v LR A T5 B3 (M A 5HEe S
THEFFBRLEB) o BRUELASE, X Tt OREE G e HA B 7 dh, IR WA O3
EIFTERE . TRE CEWARBIREB#INE) BN =%E, BR
F AR E T SRAN B (B AR — BTN, TR B SR -
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For aggregation of shareholdings by AMP, the current regulatory practice is that due
to the fact that public funds are unable to initiate general tender offer, a securities
fund management company may choose not to make disclosure with respect to the
fact that holdings of shares in a listed company by multiple public funds under its
management have reached 5%, i.e., exempt public funds from the aggregation of
shareholdings. However, there is no such exemption for National Social Security
Fund and AMP of other types. According to Article 83 of the Administrative Measures
on Acquisition of Listed Companies, investors have to provide evidence denying the
existence of persons acting in concert to demonstrate that they are not persons
acting in concert.

PRI, FeA T than T~ 2 il
Accordingly, we have the following suggestions:
(1) #ZIAER 2 H AN A SR GT aa JF SR R a8 Bk, g uo Hth
BE AN 2B BN RAT A R & ARG DR A S A SRR E
P R E S T B R EL A
By reference to the regulatory approach taken by the CSRC also exclude from
the holdings calculation, the shares held by other public funds such as offshore
domiciled public funds which are unable to initiate a general tender offer and
public-fund-type asset management products offered by onshore and offshore
asset managers.
(2) XFHARES. FERRES . SWFEESEEENE - RAENE H 1m0
WA B AR g, BA RS ET 2\ Jy B R85 A SMREERBLAL £ 5%
F, @GR RE IR SRR . RATEER], £ 2018 4F 4 A Bilg. FIIEE
Gy Iyl A ) €T o m WSO R Bt A 28 A A B R Mk 5548 51 (TE K
EAAR)D o O R SRR AL 45 B 2 T O 5 PSRRI LE
For special institutional investors such as National Social Security Fund, pension
funds and corporate annuities that hold shares in a listed company for the
purpose of preserving or increasing asset value with no intent to acquire the
listed company and no such actual effect, we recommend the CSRC exempt
such special institutional investors, whether they be domestic or offshore, from
the aggregated calculation of shareholdings. We note that in April 2018, the
Shanghai Stock Exchange and the Shenzhen Stock Exchange respectively issued
the Guidelines on Information Disclosure Regarding Acquisition of Listed
Companies and Change of Shares and Interests in Listed Companies
(Consultation Paper), which have already exempted the aforesaid special
institutional investors from the aggregation of shareholdings.
(3) A HABER BT P, AN E IR AT A B — BUTSI N AT E &
kSR
For other types of AMP, the following circumstances should not be deemed
persons acting in concert and their shareholdings should therefore not have to
be aggregated
a) F—BEHNEHRNZAEE 7 RIK S, BRI AT
multiple AMP accounts managed by the same asset manager, with the
voting rights related to relevant stocks exercised independently on behalf of
each AMP account;

b) [Al —H B E @ AREHNEHP ZADEE MK, (HR R IL
HHAT s
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multiple AMP accounts managed by different asset managers for the same
investor, with the voting rights related to relevant stocks exercised
independently on behalf of each AMP account;

o) [F—EHFRNMAHEK, LEHETE™ MK, HRIAE 0
Moo
proprietary accounts and self-managed AMP accounts managed by the
same investor, with the voting rights related to relevant stocks exercised
independently on behalf of each AMP account.

5. JRIFE

Restrictions on Holding Reductions

WEE = NFHIAE, i Aal A | 0 LA BB B BOR B 1B AT 1) 1%
ANF RS, AFFERIFEE . AT BUE R E 25 Bk 27 B S AL OC TR B RR
St al, SR BT EEESEME, JFRCEIE SRR A S AL 55
F .

Article 36 of the New Law stipulates that if a shareholder holding more than 5% of shares
in a listed company proposes to transfer the shares held, such transfer shall not violate
relevant provisions regarding holding period, selling time, selling quantity, selling method,
information disclosure, etc. as provided under laws, administrative regulations and rules
formulated by the securities regulatory authority of the State Council, and shall comply
with the business rules of the relevant stock exchange.

SRS G R Fr 5% ME HIm I SRAUE B S, 7575 R E Hh Tk i 5% LA
RIS, XA EENE R 2 AR E K R S A I AR A . 3R
AT, X T IR 100 75 225 AN [R) B3 A8 7t K 22 ) ) 4% B R SRR R TR 15
AL, AR BT SR, A BRI B o) AT WA

As discussed above in relation to the short swing profit rule and changes in regard to 5%
shareholding, it is unclear whether the shares held in the accounts of multiple AMPs
managed by the same investment manager should be aggregated for the purpose of
determining whether the restrictions on holding reductions apply, namely, whether or
not there is a shareholder holding 5% of shares in a listed company. We believe that in
making the aforesaid determination, it is necessary to consider whether the investment
decision-making powers over different AMP accounts and the voting rights relating to the
relevant shares are exercised independently on behalf of each AMP account, rather than
simply adding up the shareholdings of the various AMP accounts. We also look forward to
receiving further clarification on this point from the CSRC and other relevant regulatory
authorities.

6. PREEN. AWM TS SBATIE AT

Responsibility of Sponsors and Underwriters; Advance Compensation Mechanism

6.1 KT XHHHIE L LN H ETHE

Responsibility for scrutiny of investor suitability

EIREE SYANG WA 55 VR NS NI i S TN 1 6 S P A= 13155
SETCIr T IRBLBE AN W00 ERh BRI, B AR MZ
BAVRE ARG R WSEPINIES . RS EENE, o Bs ),
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B, ST LRERAILEIES . RS 35 TR SR 55 B3 2
ARSI, B IEAIE SR A w WS B E SR AT S B S E B . R R R
BEARIGME SRR MAE B, IR AR N B 5 MR, I M e 10 26 m) HL
BiESE . RABUIRSS . IR A RS RS —HOE S EIR F R M, N 2 KHHAH
LRI £ BT AT

Article 88 of the New Law stipulates that (i) when a securities company sells securities
and provides services to an investor, it shall fully know the investor's basic
information, property status, financial asset status, investment knowledge and
experience, professional expertise and other relevant information in accordance with
relevant provisions; it shall explain to the investor the important aspects of the
securities and services offered and fully disclose associated investment risks; it shall
only sell securities and provide services that match the investor's status; and (ii) when
purchasing securities or receiving services, the investor shall provide the foregoing
information truthfully according to the explicit requirements put forward by the
securities company. If an investor refuses to provide relevant information or fails to
provide relevant information as required, the securities company shall notify the
investor about the corresponding consequences and refuse to sell securities or
provide services to such investor in accordance with relevant provisions. If a
securities company violates the aforesaid item (i) and incurs losses to the investor, it
shall bear corresponding liabilities for compensation.

BES )\ ILME, AR FRG . SRR R FIRAMEK . £l
RE ISR 2, 0] LAor R d # t  F B A 0 3 . B0 3 I i el
] 55 e e 2 e BV AU RE o B B 5UER A R R AEMH I, A
LR B AT NS5 ATBOEI LU A E 55 Bk 77 i B B BN LA R E . A
RS VEEN . ISR AR ASGEUE I, L4 7S AH B £ D4 E
Pursuant to Article 89 of the New Law, investors can be classified as ordinary
investors and professional investors according to their property status, financial asset
status, investment knowledge and experience, professional expertise, etc. The
criteria for identifying professional investors shall be stipulated by the securities
regulatory authority of the State Council. Where there is a dispute between an
ordinary investor and a securities company, the securities company shall prove that
its relevant activities comply with laws, administrative regulations and requirements
prescribed by the securities regulatory authority of the State Council, in absence of
any misrepresentation or fraud; if the securities company fails to prove so, it shall
bear the corresponding liabilities for compensation.

FEAT 2 TR, BRAESE 2 w5 5 EAT DA I 2 o A PR 2 R AT
T e UK P 3 1 R, A 3 32 ] 5 P 122 T SR B T s sl A T T )
AHPVE. HTEFRRAS R — s K& S, B3R E I LRI I
HATUEZR 3BT A G gy, R 0 28 ] Ge I8 T 3 MU i 32 0 20, TIE SR A
FE A B R R 2 Ja AR IEEE 2 54 10 H BEZRIER S SRR\
TIURHIRIE , SEFR b2 S04 5338 R ol 2 T TR 1 30 5 5% 2 A — ™ it P I
KT, R CE R B RYE) O o URHR B B i AT O
SR ERIHK T A A RIUEZF BT PR HIESR A 7 SR A G BIHE:, AR T8
B AT 3 I FR 45 24T

To our knowledge, requiring securities companies to conduct investor suitability
scrutiny is a common practice among regulators of major international capital
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markets, while implementing such requirement in other countries and regions mainly
focus on anti-money laundering investigations and prevention. As securities
investment is a high-risk activity, when investors open securities accounts, invest in
securities and conduct trading activities, they shall have been made aware of the
possibility of suffering losses due to market risks, and securities companies shall not
bear additional liabilities after disclosing such risks to the investors in a reasonable
manner. However, the current Articles 88 and 89 of the Securities Law in fact treat
investors, especially so-called ordinary investors, as consumers of ordinary products
and services and offer better protection for investors in accordance with the leaning
protection principle under the Consumer Protection Law, which raises the
unreasonable public expectation that losses incurred by securities investments will
be borne by securities companies, thereby impeding the cultivation of mature
investors and mature securities investment behaviors.

AET I, TATE VP ERIE M 2 AE S E M S E BN T U IE, IR
TIUBG DA AN IE g KR 7 2 =) 1 B A 55 80N IR I 4w B IR A T A
DA K AN T 22 1 52 10 45 % 2 IR 95 45 58 DU 5 5 2 1) T «

(1) BFEH AE SR A A St R RS B LHAR 7 Nk kR A, S E0IE
I3 oy A AE G B A B R AR B B R (B AR BT vs bR B ) R A
R, UEFR A FRHZ AT R AS KA 5T

(2) $BEERHESRIK P IF AL B AT AEUESR K P TR AT IR SR 58 S AT R I SR
HAT AR TUE, W RAT NIRVE LT ISR R AT A7 1R R e 32 TR [
BEAT R, L2 ) 7 2 55 0 R AT N BB AR S DA AR IB, 1
ANRE R AEE SR U P T SEANAE 5y 22 20 IR 55 HRIE 25 A ) 2R i

(3) FEX o3 et 45 BF 5 S T AR BN, N2 7 A PR AT AN A % o 2R
R BT VE

In view of the above, we recommend the CSRC to rectify this problem when

formulating relevant regulations and rules, and to clarify on the following aspects in

order to avoid improperly expanding the scrutiny obligations of securities companies
or increasing their compensation liabilities, thereby improperly guiding the investors'
expectation on the risks and returns of securities investments, namely:

(1) in the event that a securities company made wrong judgment when conducting
investor suitability scrutiny or classifying investors (ordinary investor vs
professional investor) due to the false information provided by the investors or
other misleading conduct on the part of the investors, the securities company
shall not be liable for any loss incurred to such investors therefrom;

(2) investors shall be liable for the consequences arising from the securities trading
conduct carried out by themselves under their own securities accounts after
opening such accounts; for losses incurred by the issuer's fraudulent listing or
false records in the issuance documents, investors shall directly claim
compensation from the issuer or other relevant persons that are responsible for
such losses, rather than against securities companies solely providing securities
account opening and trading brokerage services; and

(3) when distinguishing between ordinary investors and professional investors, the
scope of ordinary investors shall be strictly defined.

6.2 DRTE N ARG X T 54T N5 B K 5T

Sponsor’s and underwriter’s liabilities for information disclosure made by the issuer
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WL T IRAE, KAT ANOEHNESR KAT G S, B o e iR # 1E
HAME AR SRR HRIE R, WM BESE, #Ef. ¥, NIEREK
7 B RS IE SR IR S U N 51, L ZREATIR IR DT, PRUEPIT i A S
IS HERfR AN e 3

Article 19 of the New Law provides that application documents for securities offering
submitted by an issuer shall fully disclose the information necessary for an investor’s
value judgment and investment decision-making, and the information disclosed shall
be true, accurate and complete. Securities service institutions and personnel issuing
the relevant documents for securities offering shall perform their statutory duties,
and ensure that the documents issued are true, accurate and complete.

WHEE LR 1 OE, IR A RIRIES:, N0 AT RAT 58S
BAPE. MERYE. SEREMERTAZ S, RIUAREEICE. R TR R
W, ASHATHEES; CAMER, RASLEEILEEES), IR E
FE i

Article 29, Paragraph 1 states that a securities company underwriting a security shall
verify the authenticity, accuracy and completeness of the documents for public
issuance and offering. Upon discovering any false records, misrepresentation or
major omission in such documents, the securities company shall not carry out selling
activities; where the selling activities have already commenced, the securities
company shall immediately suspend such selling activities and take corrective
measures.

Wk I\ Tk E, 15 B XS N AZBEHEEE, 8 A5 eSS
RATCA B IR I s M oA S B R TR R e 3. 1R R
R B ORI, BUER R H ISR 5 H il 2k i, 5 B L5 AN
ARG TE: AT AR SEPriEmI N FEH. NFE. SREHAR
MHAD BB TR N A LR N AR ISR A ] L EREITEAR, NS
RAT NAFE GG T, (HRRREIEY] B S i 5 BRIk

Article 85 of the New Law further provides that where a person with disclosure
obligation fails to disclose information pursuant to relevant provisions, or the
disclosed securities offering documents, regular reports, interim reports and other
materials contain false records, misrepresentation or major omission, causing
investors to suffer losses in the course of trading securities, the obligor shall bear
relevant compensation liabilities; the controlling shareholder(s), de facto controller,
directors, supervisors, senior management personnel and other personnel directly
accountable of the issuer, as well as the sponsor, the underwriter and their respective
personnel directly accountable shall bear compensation liabilities jointly and
severally with the issuer, unless they can prove that they are not at fault.

R 7e o FARET CUEFRED) RTHIESR A RIFE DY IR AE N SR 7 ) i B 24
IR TIIIR; o H P ERIEZR T3 — EARAE R 0T i) YA b EHIE 2 Re e
FEHT CUEZFIER) FAH O St )0 2 v L 7

We fully understand that the New Securities Law expects securities companies to be
diligent and responsible in their capacity of sponsors and underwriters. However, we
hope that the CSRC could clarify with respect to the following longstanding problems
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in China's securities market when making the relevant implementation regulations
of the New Securities Law:

(1) PRENGUE“H R A ? NER CAsEE IRVE BT REE, K

VEAT AR B RAT NI S bRt il N Bl KAT N E 85, mIREA
e AR 27 B 55 AL PR D AR e 8l i = B A% I R R e R B R AT NI E AT
No A, WERRIFE N EZhHR . XS H B MIE AT NBEATE K,
Tt N5 RAT N AR TR £ SR H ) S E L B 4E: HanRk
TGRS RENRE IR 57 R BORAERYE BT, BT 2 FH EWEEA
A, A N5 RAT N AR 51 AR FR R AR I« 31 2 H AR Bk RS ok (5
H, BT O T IRVE B RS A AT RE e R AT RE D), Skhs b
& AR FE B 2AT N R AF N AR TIRVE BTk N &b G &) . 5
Ab, BT ERZ B ST S BARHE, DA — B IR AT NE B ERE A
TEZE IS MU R —ME DL R Eh iR 537 i AR NI 5T, P B B ORAE
W55 — B BE R AT 2 N AR AEAS 5], oV B B R T 3K 25 T 1Y
BT R, WI0EE B SREN Z [BI AT B . AT,
FAT VA EIE I 2 RSSO CUEZRIE D FAH DG & rh fily 35 B oA B8 AT
W R FE N TN REUE A H O T8 3] 1 & P 1) 2 f0 R Db v R NN E AR
MR, RS RAT BTS2 5 B R IESEIAAIR 3.
How could the sponsor prove that it was not at fault? Judging from the cases of
fraudulent listings that have been disclosed in China, fraudulent conduct was all
initiated by the issuer's de facto controller or senior management personnel,
while sponsors and other securities service providers failed to discover the
issuer’s fraud due to reasons such as lack of due diligence. We believe if the
sponsor actively directed or instigated the issuer to commit fraud or had
knowledge of the issuer’s fraudulent conduct, the sponsor shall bear joint
liabilities with the issuer or even assume greater liabilities. However, in the
event that the issuer’s fraudulent conduct and the sponsor's failure to perform
due diligence led to fraudulent listing, as the respective subjective culpability of
the issuer and the sponsor are different, holding the sponsor and the issuer
jointly liable goes against the legal principle of “proportionality” (and, in such
case, the wrongdoer of fraudulent listing may have already become insolvent,
thereby in fact rendering the negligent sponsor liable for all the economic losses
caused by the wrongdoer of fraudulent listing). In addition, due to the lack of
reasonable standards for due diligence, and the fact that securities regulatory
authorities always pursue the sponsor's liabilities on the ground of lack of due
diligence with respect to information disclosure violations committed by the
issuer, China's securities sponsoring business has not yet established any
industry-recognized standards and practices, which lowers the market
competitiveness and impedes the formation of self-regulation among sponsors.
In light of the foregoing, we recommend that the CSRC, in the course of
implementing the New Securities Law, adopt the approach taken by mature
markets, namely, if the sponsor has conducted a reasonable standard of due
diligence, it shall not be deemed at fault, so that all participants in securities
issuance and listing can assume appropriate responsibilities and duly perform
their relevant duties.

(2) ARORAEN BB R B S Sehn it B S R NEE[R 2 WA — Lk 1
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L SRAZ S AR T BN AT RAT BRSO I sV . AR VA e A A
BEAT R A I HOR I 5T (HAERUGABE AT, W R A St T
DRAF NI B R DT hr 5 JEOR T N AR B T R A R S RN . A B b (IR
2 E BT UE 25 B SE L 2 v RE 08 WA R AV LA R 2 B, DARI TR
HEZR A R RIS 5 bR TR,

Are the standards for non-sponsor underwriters' due diligence identical with
those for sponsors? Article 29, Paragraph 1 of the New Law requires the
underwriters to verify the authenticity, accuracy and completeness of the
documents for public issuance and offering and take corresponding
responsibilities. In mature capital markets, however, the due diligence criteria
imposed by applicable regulations and market practice on sponsors are not
identical to non-sponsor underwriters. We hope that the CSRC would adopt the
same approach in implementing the New Securities Law, so as to incentivize
more securities companies to participate in the business of securities listing and
underwriting.

6.3 S AT IR A 1 B

Advance compensation mechanism

WHEFE I ZFE, KAT NBEIRVERAT . AR MRk 2 A B R IEVEAT s
PR FIGE AR, RAT NRFERIBR . SLhrtsbil AL FHIRIIE SR 2 7] °] LA
FERRFRIP BN, UGBS 2 RUR KRR F BRI, T AT AT .
FeATIEAT IS, PRI ) AT N B HAh o DA B £

Article 93 of the New Law stipulates that if an issuer causes losses to the investors
due to fraudulent issuance, misrepresentations or other major illegal acts, the
issuer's controlling shareholder, de facto controller, or related securities company
may entrust an investor protection institution to reach an agreement with the
investors suffering losses with respect to the compensation liabilities and advance
the compensations stipulated under the agreement to the investors. After the
advance payments are made, the entities making the payments may recover such
compensations from the issuer or other persons jointly-liable in accordance with law.

WiEE—aH-b %58 1 e, B SR Zs n BE BALA P IE ZR B A
AL EGE AN N AR, B B s N A, AR AE [ 55 ek o B
PN P T IPR N A B BOE AT N, IS SRR B 1k, TH R T el
AR, E 5k ss B E ] DokE kA, A A R S E AR
ATAE ), 1 S Bl 27 i B A LA AT DLk e 2 i A B A R s AR E
AT AR B A T 25 B e AR IS T, BN A . BRI e 1 55 B A
5E o

Pursuant to Article 171, Paragraph 1 of the New Law, when the securities regulatory
authority of the State Council investigates into an institution or individual suspected
of committing a securities related violation, if the party under investigation applies
in writing and undertakes to rectify the alleged violation within a period agreed by
the securities regulatory authority of the State Council, to compensate the losses
incurred to the relevant investors, and to recover the damages or eliminate adverse
consequences therefrom, the securities regulatory authority of the State Council may
decide to suspend the investigation. If the party under investigation complies with
the aforesaid undertakings, the securities regulatory authority of the State Council
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may decide to terminate the investigation; if the party under investigation fails to
comply with the aforesaid undertakings or other circumstances stipulated by the
State Council occur, the investigation shall be resumed. The relevant detailed rules
shall be stipulated by the State Council.

A REHEE 2], REARDSAEH I 2019 F 5 H 24 HEIEZRZ 2019
BT R = Ra A N RAER KSR TAEZ 2B B AT SR 32 17 8
BRI SO B, SEATIE AR AN S 3 T8 GEZRE) « Wb, AT
oL RAE T ERIEI 2 E

It is regretful for us to see that despite our objections in the comments and
suggestions dated May 24, 2019 to the Constitution and Law Committee of the
National People's Congress regarding the Third Consultation Draft of the Securities
Law in 2019, the advance compensation mechanism has still been written into the
New Securities Law. Accordingly, we hope the CSRC could consider the following
opinions:

(1) 4RG3 6.2(1) WA, 78 O A T4 e R VE b in 221 (DA S At 26K 2 8
RAT BT AR S B R =) b, AT N S St il N B AH O
AT R STl FE M d K, DRI R 2 52 31 g 7 g A T SR HE T
WL T . DRI NN R TH 5 HOR 8 R 50 A IR R RO A4 5T . ok
A7 W AT o) JEE S o Sl 7 224 7K HE 0 B B A 1R PR A N AR 17 58— DB P s £
FEGEH, TR EE BT AT 9 RSN 2 i A ) B A RIS A e
JIEEIRR, ORAE NG J5 oIk ) HAh D4R NaB£E) . 3R e 1 3] B HL AR
KRR EEARTEN, 20 B T B T ) R R R AL R X
— AW ST B0, ARIT B A BT ARG B E SR T 5
As discussed in point 6.2(1) above, in the cases of fraudulent listings (and most
cases of information disclosure violations related to application documents for
securities issuance and listing) that have been disclosed so far, the issuer and
its de facto controller are the most culpable for the relevant violations and
therefore shall be subject to the most severe penalties and bear the primary
liabilities for compensation. The sponsor shall only be liable for losses incurred
by its failure to perform due diligence. The advance compensation mechanism
in fact puts the sponsor, who should have born the secondary liabilities, in a
position to assume primary liabilities for compensation (and since the
wrongdoer of fraudulent listing may have already been sentenced or become
insolvent, the sponsor making the relevant compensations is unable to get
reimbursed from other responsible persons). Such arrangement violates the
basic principle of "proportionality” and in effect induces investors to expect a
“rigid payment” from sponsors, that is, to seek compensation from sponsors
whenever they get into trouble, thereby impeding the cultivation of mature
investors and mature securities market;

(2) MIFIRE —F-Lt 5, WEBR A NBURZAA RPN NS T EH
R 208 AT BUMBE I Je 2k o | TSR B ORAE A0 T )RR A S5
ST B e B AL 1A B s A I, T 3 SR AEAT Sk N TR
VEE AT 8 2 8GO0 N #0GR Hh OR A NS, R4 S B ESSF T IR
NERFFRFEF P PO, M RIEARA LT, 5 mRABTATI
EORE NI SRR AFAEE R ESR, AR T A BB AN 5T
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According to Article 171 of the New Law, compensating investors' losses is a
prerequisite for the relevant institution/individual to reach an administrative
settlement with the CSRC. In practice, sponsors are more eager to promptly end
the investigation by the CSRC and mitigate the relevant penalties imposed,
which causes sponsors to be accountable for most cases of fraudulent listings
rather than the perpetrators who should have assumed most of the liabilities.
Such arrangement in fact deprives sponsors of their rights of defense in civil
proceedings, and is extremely unfair to sponsors. It is also a significant deviation
from the practice in mature markets and potentially impedes the opening up of
the Chinese capital market and its integration into international capital
markets;

(3) HARTICH 6.2(2)WpTIR, ARCRA N H A AR A i O Eh S S ST s AN [F] T Ok
FEN o W RA HoRH 5 ORF NAH E ) STAE (3G e AT AT 5T4E), K ORI
T2 5 AR A e o S BRI A AR B hn e (R 2 SO f A E B R AN O 58
B TAE), B ASG IR AT AR b T B[R] 70 2 FH RSOAS 5
As discussed in point 6.2(2) above, the criteria of due diligence on sponsors are
different with those on non-sponsor underwriters. If non-sponsor underwriters
are made to assume the same liabilities (including the liability for advance
compensation) as the sponsors, the due diligence standards for non-sponsor
underwriters will be significantly raised (i.e. the non-sponsor underwriters have
to duplicate all due diligence investigation that have been done by sponsors),
and eventually the time and costs of listing will be significantly increased for the
issuers;

(4) FHUEZREE 5T 2019 FRALIRHIR O ST T IRIENIAE 2 w] s i R 5
B . WA MG, s R T S bR B 2R RN DL H
AR e NGBS — 07 300 H BT R 75 1 LT A =] B E R A R A AR
FEMIE LT, a0 B8 — RE T8 ) B AV HEAT S A7 AT R, KK
PRI 7S NURAE EIPNTTRIER &2 S ehi-2 TN o oy %7 P =& IS s e ES R
S OEYH 7 A RAT BT AN A S T 1, SR AR AR R AE O
T SR FH AU G AR o o] R 15 o) 52, PR AT SR AT TR AN ) B A
1B R A B
The Shanghai Stock Exchange has introduced a mandatory co-investment
system for the sponsors (via their subsidiaries) in the Science and Technology
Innovation Board set up in 2019 (hereinafter referred to as the “STAR Market”).
We understand that under the mandatory co-investment system sponsors are
required to make mandatory co-investment by using their own capitals to
better guarantee the listed companies sponsored. Accordingly, imposing
advance compensation with regard to companies listed on the STAR Market will
impose more burden on sponsors and ultimately increase the listing costs
incurred to the issuers. As the CSRC has made clear that the registration based
offering regime will gradually be implemented for corporate issuance and
listing, if other sectors of the securities market also adopt the mandatory co-
investment system similar to that in the STAR Market after the implementation
of the registration based offering regime, then the advance compensation
mechanism would be excessive.
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(5) MEMSERME, B8 GEFRE) Wi 285, [ 2015 9 ERER 2 2015
BT CATFRATUEZ A 75 B EE N A Sig NHEN S 1 5 ——#k
YOI BEREE+)\ SR AR B W15 R DU B W T A ] SR W “r
5 N R O RAT N8B ROA T RATIRCEESIE . B SO RIS 2.
AP VERR IR B ORI N, AR R G R, RS AT I B R R A
Ko 7y AT QDA FE B B A & B A= RS, B
PR Je B A R R B AH ST B R 1 A S5 A X 38 R B R
1N SRAT A AR 1
Notably, prior to the release of the New Securities Law, Article 18 of the
Standards No. 1 for the Content and Format of Information Disclosure by
Companies Offering Securities to the Public — Prospectus, as amended by the
CSRC in 2015, provides that a prospectus shall contain the following
representation and warranty: ..."the sponsor undertakes to make advance
compensation to the investors for any losses incurred by the false
representation, misleading statements, or major omission contained in the
documents prepared and issued by the sponsor for the issuer's initial public
offering". However, the content and format requirements for the prospectus of
a company listed on the ChiNext and for the information disclosure related to
refinancing, major asset restructuring and shareholding changes of a listed
company, which were released at the same time, do not provide for any
representation regarding advance compensation.

BT VLB, RS am 2 v [FIE MR 2 i AT UM 6 A R G S AT A
(R VG, S S % i B2 n] R AR AR IR . BT 5

In light of the above, we strongly recommend that the CSRC should strictly define its
scope of application for advance compensation in the relevant administrative
regulations, thereby minimizing any adverse impact arising from the implementation
of advance compensation:

(1) FRATEUA EE M 21 B0 GIEZRIED W E 5 A O Bk R U,
A & 5 HEAT e AT A R A O 2 N AT DL IR BEIAT N, AR AEHE K
i o LR CR AT X S A R A VAR A TR B AR
Revise relevant information disclosure rules in accordance with the provisions of
the New Securities Law, and specify that whether to make advance
compensation shall be optional, and the relevant party shall not be required to
make a legally binding undertaking regarding advance compensation in the
prospectus;

(2) FAT s IR 2 Wt S AT AU F T BRVE it HLORTE AR REEh R
DUHE O, ARG E T HAR IS (B0 B A m AT AW, =
K= dmA, fige LHAG ST TR KITEE), DR ICIRY RORFEAR
T
Specify that advance compensation shall apply only to the case of fraudulent
listing where the sponsor fails to perform due diligence but shall not apply to
other circumstances (such as follow-on offering, general tender offer, material
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acquisition or disposal, offering of bonds or other debt-financing products, etc.)
to avoid improperly expanding the sponsor's liabilities;

(3) FRATER U A FEIE 2 WA AR $H S A7 T AF S 5% B “AH SRR 27 A m) 7 R IR T OR 4
N AEFFEARREE N HITESR KBS A
Specify that "relevant securities companies" liable for advance compensation
shall be limited to sponsors, excluding non-sponsor underwriters;

(4) FeATauch ERE R <0, EREIRCE TN T ORIENI T2 &) d b B

HEE G OL S, SEAT AN il AN & T RHEIAR DA R AR SRR F R AL R 152 k) 2
{18 AR B (L T AR BT AR )
Clarify that since the STAR Market has introduced the mandatory co-investment
system for sponsors (via their subsidiaries), advance compensation mechanism
is not applicable to the STAR Market and any other sector of the securities market
that adopts similar co-investment system in the future (such as the proposed
new ChiNext);

(5) FRATTER U FEIE 2 BB DR A0 T #5842t (1) 2R I 1 SR A BUAE VR B B
AT . EVFAT AL BT AN LR AR 9 1 A5 455 4% B 2 R I 4341 oK
AN ] 3G PR FE N 5 0E M 2 15 A T ISURI g P X B2 B AT IO i 48 1) < 00
Stipulate that a sponsor has the right to defend any claim made by the investor
either in a court or arbitral tribunal, and that the sponsor’s exercise of the right
of defense in a lawful manner shall not be deemed as taking a negative attitude
towards the investor's claim for compensation, and thus shall not increase the
difficulty for the sponsor to reach an administrative settlement with the CSRC or
the amount of administrative settlement;

(6) FATaR U FEIIE M 2 i % O ZOIK RN 25, IR R N 64T AT
I 5T OISR ORI N TR AL, JEH R DR N 2 A ) FoAth kAT
NTAEN R IEBCE L 25 ORAE AT
Explicitly stipulate that an investor’s acceptance of the sponsor's advance
compensation shall be deemed as a waiver of its right to claim compensation
against the sponsor, and consequently the investor’s right to claim compensation
from relevant responsible persons shall be transferred to the sponsor to exercise,
which practice was also confirmed in some previous cases successfully closed,
and

(7) FATT B IR 2 76 P2 BRE e AT W AT VG R R [E) I, AR5 RE A 4
FATE AT O & R EAUEIAT A R O F T R TR ORI . DA%
BEH DR B AT IS4 A 2
In addition to a strictly limited scope of application for advance compensation,
consider adopting the practices proven effective in mature markets, such as
requiring relevant parties to buy insurance or using investor protection funds to
compensate investors.
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7. BYTHH

Market Manipulation

BRIt AR R IR R AT ST T e, iR . a8 17225
P N =P 2R BT o oo T AR AT N, BnESE T Ak R AT
FLE B EI, X TR 5 R 5 7R A B I —48Ar A AT e 91 R AT BUL T ST AR A
VEH BRI E o« FRATTEEVGIE SR AT B BT A2 1] 58 % 117 3 R A ) 5305 28 B RN, B ¢
JE TR )RR R

Article 55 of the New Law expands the scope of prohibited market manipulations by
adding three new types of manipulations, namely, spoofing, scalping, and cross-market
manipulation. For spoofing, item 4 of Article 55 of the New Law only provides for a general
definition of spoofing without elaborating on whether the amount of orders placed and
cancelled has to reach a certain threshold to trigger an administrative penalty. We
recommend that at the exchange level, a certain and well defined threshold shall be set
on the maximum amount of orders placed and cancelled in the abnormal trading rules
publicized to the market.

bt IR rE COSTHIEERIGETR . 2T IR 3 S & VAR T ) /) i
FE) b, T REAR R AR AT R SR VR AR ERLE T IR, IR AE (O T <]
1A 5 8 B> 55 B SR S s T H At BRI 1R 5E Gy AT D97 R E ) K ke i WY
XT3 b B A R i A BB A E S8 R TR . IERAC
Gy FITAE 5785 58 Gy A7 AR SR s 68 52 B BT 93 A R A FR i 5 8 A2 A A7 e T
TEAHALE o

In the Interpretations on Several Issues Concerning the Application of Laws in the Handling
of Criminal Cases of Manipulation of the Securities or Futures Market, the Supreme
People’s Court and the Supreme People’s Procuratorate have proposed a specific
standard for criminal prosecution of spoofing. In the Rules concerning the Application of
Item 5 of Article 70 of the Administrative Regulations on Futures Trading — Other Conduct
Manipulating Futures Trading Price and its explanatory notes, the CSRC has made detailed
explanation on the constituent elements of spoofing and the reference factors for
identifying spoofing in the cases involving manipulation of futures market. Stock
exchanges have also formulated detailed rules on spoofing in the relevant abnormal
trading rules.

HEME 2 B 1E20074E KA1 1 GIEZF TR AAT AUGER 51 (A7) » AR S il
AT R E SO R —Z 5 BN BRI — IR A RGEM TG R A, %8R — K327
)L S, Z BT 3UCLA b ) AR AR AR, 0 T AR ARAT BT RN E S5
DR 22 e AN S o R B TR R R IR 23 52 5 T 5 58 5 R 5K T g Al e
WHIE,  CGIEZFHIZIRITINESR I (T)) CLBREOvHE. EVOEKR S
X GEF T RIT IAE SR 5] (A7) BTSSR, Rl ok T AR H ik
BT AR E AT #E— B 583, AW T R P 4R 1T T BT AE .«
W S8 VA RE U & DR R (R T i 2 538 A st S AN 2447 Dy, JESE N
AR HEAT Pt A5 DAIK B I 7 T8 5 T 3 M R VR R R

In the Guidelines for Identification of Securities Market Manipulation (for Trial
Implementation) (hereinafter referred to as the “Guidelines”) issued by the CSRC in 2007,
frequent order placement and cancellation is defined as consecutively or alternately
placing or cancelling orders for more than 3 times in the same direction of buying or
selling, on the same trading day, within the effective range of the reference price of the
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same security, and the standards for determining administrative liabilities incurred by
spoofing thereto are lack of particulars. Compared with the judicial interpretations of the
Criminal Law and the abnormal trading rules issued by the stock exchanges with respect
to spoofing, the Guidelines appear to be out of date. We therefore recommend the CSRC
to amend and update the Guidelines and in particular further improve the standards for
identifying spoofing so as to clarify how administrative liabilities are triggered by market
manipulative conduct of spoofing under the New Law. By having clarity and certainty of
the definitions and rules, participants will be able to better avoid misconduct and monitor,
control and comply with regulatory expectations.

8. friiksy
Market Making Business
WOESE — A =N TSR A S AR ISR A m AT 2 E I — Tk S, ML T H
B A4 BEE WSS R —E S\ SRR SRR B T TGN T
M55, ERAESF o w] Wb A0k HAlE Rl 55 5 HoAt b 55 73 1 038, AR S 454 .
Article 120 prescribes that securities market making business is considered as one type of
business which securities companies can conduct, separate from securities proprietary
trading business, securities brokerage business, securities investment advisory business,
etc. With respect to business segregation, Article 128 requires a securities company to
effectively segregate its securities brokerage business, securities underwriting business,
securities proprietary trading business, securities market making business, and securities
asset management business from each other and not to co-mingle such businesses.

HATIEZ: i s G 2 A3, Bl andRAT 1al 525 i b RO A8T SE ISR T B 8k 55 .
FATE VORI 2 W w TR LA 2R AT & T B8 kg%, IREeMRE T T3 GIEZ
50 BT BT Y 5% 7 AR R ML 55 R

Currently, there are various types of market making businesses in relation to the securities
market, for example, the market making business in the interbank bond market seems
equivalent to proprietary trading business. We suggest the CSRC to clarify the specific
types of market making businesses that shall be classified as proprietary trading business,
and the specific types of market making businesses that are deemed as a market making
business stipulated under the New Securities and thus shall be licensed separately.

9. MIESMRBE SR SIESH R SRR R
Providing Documents or Materials Relating to Securities Business Activities to Overseas
Regulatory Authorities

Bk s — A BB AUE B 55 e i 2 B BT LA AT AR FoAth [ 58 Bl b X e 25
B B LAY S I B AR, SC s B IR . BRAMIE TR I B AL
AFAE e N RILA N B R AT R A ORIl . AL [ 55 e ik 25 W B8 PR AL
PRI E 55 B A o6 £ BT TR, ARFIEALAAN NS B mIR MR 5 UEZ 550
B RSB R

Article 177 of the New Law prescribes that the securities regulatory authority of the State
Council may, in conjunction with the securities regulatory authorities of other countries
or regions, establish a supervision and administration cooperation mechanism to conduct
cross-border supervision and administration. Overseas securities regulatory authorities
shall not conduct investigation, evidence collection and other activities directly within the
territory of the PRC. Without the consent of the securities regulatory authority of the
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State Council and the competent departments of the State Council, no entity or individual
may provide documents or materials relating to securities business activities to overseas
regulatory authorities without approval.

IRATER AR, A S% N A2 B I S VEALR DL A R 1l 458 A MIE 25 W B B 6 Hh [ 855
WHITH A EGIE: PRI, 2 WA B ] ) 35 A 3R SR 25 b 5505 3 A 5% B SO AN Bk
XF RAE AR T8 AMIE S B B

We understand this Article is mainly to govern the cross-border regulatory cooperation
mechanism and restrict an overseas securities regulatory authority from conducting
investigation and evidence collection in China. Therefore, we recommend to clarify
whether the restriction to provide documents or materials relating to securities business
activities to overseas is only applicable to the circumstances where such documents and
materials are provided to securities regulatory authorities of other countries or regions.

FATINFr B IS 55 AR SCHR T 7 = FA TS bk I gl ) 3 WA, AR IC & A OSB82
AE A VARl F IG5

It would be most appreciated if the regulators could consider the suggestions and concerns
mentioned above and we are most honoured to be given the opportunity to contribute
throughout the process of amending relevant regulations and rules.

AU 2R 5 O & B VR S X s e L, I RIS ), ERERTE R (R
fB: Ichao@asifma.org B L i%+852 2531 6550) .

We look forward to future engagement on these important issues in greater detail. Should
you have any questions, please do not hesitate to contact me via email (Ichao@asifma.org) or
via telephone (+852 2531 6550).

Sincerely,

Lyndon Chao
Managing Director, Head of Equities, Post Trade and China Capital Markets Committee
Asia Securities Industry and Financial Markets Association
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