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Yang Chen's practice focuses on mergers and
acquisitions, capital markets transactions, venture
capital and private equity, foreign direct investment
and outbound investments and covers a wide range
of industries such as internet, information technology, |
real estate development and brokerage, media and |
entertainment, education, energy, etc. Ms. Chen
joined Han Kun in April 2005. Before that, she had
been working with Guo Fang Law Firm for about
three years, where she specialized in securities offerings on the A-
share market and merger and reorganization of listed companies.

Ms. Chen received a Bachelor of Laws degree in 2002 from Peking
University and is a member of the PRC bar.
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1. What were the key legislative updates affecting the capital
markets in China over the past 12 months?
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Over the past year, China’s legislative organs have not issued any

major legislation on capital markets, but the relevant state

authorities have promulgated certain documents on the issuance
of new shares, regulation of listed companies, and merger and
acquisition (M&A) and restructuring, such as:

i. In the area of offering of new shares, the China Securities
Regulatory Commission (CSRC) promulgated the Decision on
Amending the <Measures for the Administration of the
Offering and Underwriting of Securities> and the Guiding
Opinion on Intensifying Reform of the System for Offering of
New Shares to make the pricing of new shares more
reasonable and enhance the efficiency of the offering of new
shares;

i. In terms of regulation of listed companies, the two stock
exchanges issued documents such as the Guidelines for the
Standardised Operation of Companies Listed on the Main
Board and Guidelines on the Discipline of the Controlling
Shareholders and De Facto Controlling Persons of Listed
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Companies to strengthen the administration of activities of
listed companies and their shareholders;

iii. In the area of M&A and restructuring, the CSRC also
promulgated several Opinions Applicable to Securities and
Futures Laws to provide clear, applicable opinions on certain
issues arising from the acquisition and material asset

The CSRC also

promulgated the Decision on Amending the Relevant

reorganization of listed companies.
Provisions on Material Asset Reorganization and Ancillary
Financing of Listed Companies. In light of these new rules,
backdoor listing will be subject to more stringent regulation.

2. What developments can be expected in the coming 12
months?

We expect the following developments in China’s capital markets

over the next 12 months:

i. The long-simmering “international board", ie the board for
overseas incorporated enterprises to offer and list their shares
on China's A-share market, may be launched at a suitable time.
Once the international board is formally launched, many listed
red-chip enterprises will directly return to the A-share market
as an overseas incorporated enterprise. Many large
multinational corporations will also seek to list on China's A-
share market.

ii. The CSRC will accelerate the development of the over-the-
counter market, and actively drive the expansion of the "New
Third Board" .

iii. China's regulatory authorities will further expand the
regulation of sponsor organizations and representatives.

3. CSRC has carried out a series of pricing reform last year.
(eg. Underwriters are subject to closer scrutiny of their rights
and responsibilities in the price-inquiry process, and need to
take into account interest of issuers and investors, and the
scope of the book -building participants are likely to be
broadened, etc ) What do you think is the impact on the role
of underwriters? How would you advise institutional
investors?

The CSRC promulgated the Guiding Opinion on Intensifying
Reform of the System for Offering of New Shares (the “Guiding
Opinion”) in Oct 2010, which started a new wave of reform on the
system for offering of new shares. We believe its impact on
underwriters mainly includes the following areas:

i. the expansion of the rights of lead underwriters: the Guiding
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Opinion stipulates that lead underwriters may recommend a
certain number of institutional investors with relatively higher
pricing capability and intention for long-term investment to
participate in offline private placement through price inquiry;

ii. the expansion of the underwriters' issuance responsibility; and

iii. the increase in information disclosure obligations of
underwriters as a result of the higher transparency of the
price inquiry process. Also the clawback and offering
suspension mechanisms may also urge certain lead
underwriters to change from seeking to offer shares at a high
price to focusing on investors' interests.

In relation to the aforementioned reform, we have the following

recommendations for institutional investors:

i. Qualified private equity institutions have the right to
participate in the quoting process and may actively participate
at the appropriate time.

ii. After the reform, single institution shall be allocated a larger
quantity of shares in the offering of new shares by small- and
medium-sized enterprises (SMEs). Institutional investors need
to be more prudential in providing quotes and avoid
purchasing a large quantity of shares at a relatively high price.

iii. Institutional investors should not place all their bets on the
newly issued shares. They can focus more on the secondary
market and look for valuable shares on the market.

4. Some said that the recommendation rights of underwriters
were not sufficiently supervised, which is one of the reason
that caused the IPO price of new shares hecame unreasonably
high, but soon falls below their IPO price. - What other
reforms do you think would be necessary to deal with the
over-valuation?

In regards to the issue of the unreasonably high IPO price in the
A-share offering process, we recommend reform in the following
areas:

i. strengthen the regulation of intermediaries, especially
underwriters and sponsors;

ii. introduce penalty mechanism to include key shareholders, lead
underwriters and sponsors in the compensation system. Public
shareholders shall be granted compensation if there is a
significant discrepancy between the share price and the IPO
price; and

iii. rigorously implement the delisting system and strengthen the
administration of material asset reorganization and backdoor
listing.
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5. What is your outlook for the launch of Shanghai
International Board? How would you advise a client (both
issuers and investors) who are considering listing on the new
international board?

Although the overall plan and ancillary rules for the launch of
international board are yet to be announced, the opinions
expressed publicly by the senior officials of the CSRC and the
Shanghai government over the recent months have attracted
strong market anticipation of the international board. We think
the launch of international board to permit or even encourage
outstanding overseas enterprises to list in China is an inevitable
trend. However the time of launch needs to take into consideration
of a number of factors, and the launch requires a series of market
conditions and support of the legal system.

We suggest issuers that consider to have their shares listed on the

international board to pay attention to the following:

i. learn more about the laws and regulations, and rules on the
offering and trading of shares in China’s capital market as
early as possible;

ii. decide on the intermediaries, especially the lead underwriter,
as early as possible; find out the latest developments and
policies before the issue of the official documents on the
international board; and concurrently start the preparation of
the relevant system and documents internally; and

iii. have a thorough understanding of the issues involved in cross-
border listing such as the management of raised funds and
foreign exchange control.

Investors need to pay special attention to the following:

i. pay attention, as early as possible, to the official news on the
international board and all laws, regulations and rules
promulgated from now on;

ii. due to information inequality, the risks involved in investing in
the international board could be relatively higher. Investors
should have risk awareness, in particular, institutional
investors should strengthen the design of their risk system;
and

iii. develop language capability to learn more about the issuer
from more channels such as foreign websites.

6. Prior to the launch of Shanghai International board, a
number of global investment banks are looking to join the
market by setting up JV securities firms. What would be the
potential opportunities and risks in this partnership?
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The potential opportunities include:

Foreign securities companies can enter the China market
through joint venture and capitalize on the opportunities from
China’s economic growth, and may obtain the qualification for
establishing wholly foreign-owned company in China in
priority when China opens up the market in future.

In regards to listing on the international board, JV securities
firms can have access to more overseas clients. The Fortune
500 enterprises are generally regarded as the companies most
likely to be listed on the international board. They may be
inclined to select a JV securities firm that has equity
participation of a securities firm from its home country, as well
as business operation experience in China and relationship
with the Chinese government. This will give JV securities firms
an advantage in the competition on IPOs on the international
board.

In the recent establishment of many JV securities firms, the
driving force from relevant departments such as the Shanghai
financial office has played an important role. JV securities
firms (especially companies and securities firms in Shanghai)
are likely to have better policy and government support that
will benefit their business development.

The major risks faced by JV securities companies include:

The policy restrictions and the uncertainty concerning the
legal environment: securities firms are still a sector where
foreign investment is restricted. There are still restrictions on
the shareholding ratio and business scope for foreign investors.
The adjustment of the Chinese and foreign shareholders and
their fight for controlling power may affect the stable
operation and efficiency of JV securities firms.

There is still no concrete schedule for the launch of the
international board, which may affect the operation and
business performance of JV securities firms. Without the
support of business from the international board, JV securities
firms may be unable to compete with stronger Chinese
securities firms merely on domestic business, or to achieve
good economic benefits.

7. Listings on the SME Board and ChiNext have picked up
quickly, what do you think are the driving force?

The driving force includes the following:

The financing needs of SMEs - the majority of companies that
are listed on the SME board and ChiNext are enterprises of a
relatively small scale or in the development stage. These types
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of enterprises account for the majority of companies in the
current economic environment in China. Their financing
channels are relatively few, and therefore have a relatively
stronger financing need and desire for listing;

ii. The capital market and system - in recent years, the
development of the Chinese capital market has been relatively
fast, the framework for a multi-layered capital market system
has basically been established, and the various ancillary
systems and rules are improving. The CSRC and the Shenzhen
Stock Exchange are also strongly encouraging SMEs to list on
the SME board and ChiNext;

iii. The support of state policies and local governments, and
investment institutions - state policies (as well as local
governments under the guidance of state policies) encourage
the development of innovative and hi-tech companies, and
such companies have received fund support from domestic
and overseas investment institutions that have been growing
rapidly over the last few years;

iv. Advantages such as the relatively high valuation and price-to-
earnings ratio on the A-share market, the relatively low cost
for IPO and low cost subsequent to listing, and close proximity
to target market and investors.

Despite the above, there are still many issues with listing on the
SME board and ChiNext. Recently the price-to-earnings ratio on
the SME board and ChiNext have begun to show a downward
trend, and how long will the listing activities on these boards
continue to be dynamic remains to be seen.

8. Please share your experiences and strategies, and describe
the challenges problems or issues generally arise for IPOs
deals you are representing recently.

This year, we represented many companies and underwriters in
IPO transactions. Although the overseas IPO market (the US in
particular) has been a bit weak this year, especially Chinese listed
companies that are affected by the negative news reports on the
authenticity of their financial data and have became targets of
short selling, the number of IPO transactions that we are currently
handling and that will soon commence are not affected. In regards
to the overseas IPOs of Chinese companies in which we currently
participate, here are some experiences and thoughts to share:

i. Companies should sort out the audit of the relevant account
books prior to the commencement of IPO procedure, and carry
out an evaluation of tax compliance as these issues always
impede the progress of IPO;
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ii. Companies should at their earliest convenience appoint
Chinese lawyers to familiarize with and sort out all legal
documents to drive due diligence once the IPO commences;

iii. Most of the legal issues faced by Chinese companies in the
course of overseas IPO involve the regulation and explanation
of domestic laws in China. Common issues for each project
include the lawfulness of the company’s roundtrip investment
and the level of disclosure, registration according to
Document No. 75, tax disclosure, and Variable Equity Interest
(VIE) structure. Also depending on the industry of the listed
company, there may be special regulatory issues. The more
challenging issue is how to handle certain ambiguous
applicable Chinese laws, regulations and departmental rules,
and the uncertainty in the implementation thereof.
Nonetheless, most of the aforementioned issues, with the
exception of the basic corporate structure, can be
categorized as issues on how to handle disclosure effectively.
Provided that the disclosure is consistent with the applicable
laws, regulations and departmental rules, it should comply
with the requirements of the general disclosure standards
and level as much as possible. As for provisions that are
ambiguous and that are uncertain in their implementation,
we will provide disclosure recommendations that comply
with the law provisions and that are acceptable to all parties,
in light of our understanding of the relevant industry
regulatory system.

iv. In regards to the IPOs of Chinese companies in the US, in
general we feel that the examination by the US Securities and
Exchange Commission (SEC) seems to be more stringent
compared to last few years. For instance, in the past SEC
examiners in general would not ask questions about the VIE
structure, but this issue has come up a number of times in the
examination of several projects this year. Our experience is
that as long as we fully understand the reasons for the
examiners to raise the questions with our knowledge of the
industry background, we can generally submit a reply that is
satisfactory to SEC examiners.

9. a) What are some of the major issues or concerns issuers
might have with both the onshore and offshore listings? b)
How would you address these?

The major challenge for issuers for A-share listing in China is the
share offer review system. As the listing of A-shares in China is
subject to a review system, the preparation period for issuers is
longer, and the scope of review by the CSRC is wider. The issuer
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needs to bear the risks of not passing the review, and it is more
difficult to manage the offering progress.

Apart from the aforementioned problems, an issuer may also
encounter the following issues and concerns in the course of
domestic and overseas listing: the independence of the issuer’s
business operation and assets; the protection of the issuer’s core
assets, especially intellectual property; the completeness and
accuracy of information disclosure; the compliance of the issuer;
the industry regulation and foreign investment restriction on the
issuer; the financial status and accounting standards of the issuer;
the lawful disposal of state-owned assets; and the application of
overseas laws, etc.

We mainly provide comprehensive due diligence and pre-listing
guidance to ensure that the issuers fulfil the listing criteria, and
to assist them to safeguard against the potential risks as much as
possible.

10. On the whole, what is your outlook for the market as a
whole in the upcoming year? What would be the major trend
moving forward?

We expect the Chinese stock market to be in a volatile transition
period in the coming year. As the economic growth slows down
and inflation accelerates, there may be “"N-shape” fluctuations in
the stock market.

We believe the key trends to note regarding the Chinese stock
market in the coming year are development and compliance. The
international board is a major step towards the establishment of
China’s capital market, and its launch is becoming more certain.
Also, at present there are a large number of requests for equity
transfer and trading from companies that fail to meet the listing
criteria of the stock exchanges, leading to more and more
demands for an over-the-counter market. Therefore we
understand that the expansion of the "New Third Board” will soon
be launched, or a registration system will be implemented.

In the coming year, the Chinese government will further improve
the government-led market regulatory system that integrates
central regulation and industry self-discipline, combat insider
trading, and continue to drive the reform for offering of new
shares and the delisting system, and launch refinancing on
ChiNext.
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