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On September 2, 2021, General Secretary Xi Jinping announced in his speech at the Global Trade in
Services Summit of the 2021 China International Fair for Trade in Services, that China would continue to
support the innovative development of small and medium-sized enterprises, deepen the reform of the
NEEQ (as defined below), establish the Beijing Stock Exchange, and build a main position to serve
innovative small and medium-sized enterprises. The inception of the Beijing Stock Exchange (the “BSE”)
has become a hot topic in the market.

Following General Secretary Xi's speech, the China Securities Regulatory Commission (the “CSRC”)
issued Answers to Journalists by Heads of the CSRC on Deepening the Reform of the National Equities
Exchange and Quotations and Establishing the Beijing Stock Exchange, and then issued an article
elaborating the main ideas for establishing the BSE titled Adhering to Dislocation Development and
Highlighting Characteristics to Better Serve the Beijing Stock Exchange’s Development of Innovative Small
and Medium-sized Enterprises. On the next day, the CSRC held a press conference to answer questions
from the journalists with respect to matters concerning the BSE and released drafts for comments of
several rules, such as the Measures for Administration of Stock Registration and Public Offerings to
Unspecified Qualified Investors on the Beijing Stock Exchange (for Trial Implementation), Measures for
Administration of Issuing and Registering Securities by Listed Companies on the Beijing Stock Exchange
(for Trial Implementation), Measures for Continuous Supervision of Listed Companies on the Beijing Stock
Exchange (for Trial Implementation) and a revised Measures for Administration of Stock Exchanges.

In just two days, although all the specific rules of the BSE have not debuted, we can catch a glimpse of
the general framework of the BSE’s origin, positioning and characteristics from General Secretary Xi's
speech, relevant articles posted by the CSRC, contents of press conferences and drafts for comments of
the BSE’s basic systems, and arrangements issued by the CSRC.

1 The Chinese version of this article was published on September 4, 2021.
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Origin and location
I Origin from the NEEQ Select

The BSE was established based on the select tier (the “NEEQ Select”) of the National Equities
Exchange and Quotations system (the “NEEQ”, commonly known as the “New Third Board”). The
NEEQ Select started from the Measures for Tier-based Administration of the National Equities
Exchange and Quotation System issued by the NEEQ on December 27, 2019, and the NEEQ Select
market opened for trading on July 27, 2020. According to data published on NEEQ’s official website,
as of September 3, 2021, there are 66 companies quoted on the NEEQ Select. Although the number
and total share capital of these companies are far smaller than those in the base tier (the “NEEQ Base”)
and the innovation tier (the “NEEQ Innovation”), the liquidity of the shares of the companies on the
NEEQ Select is significantly higher than those of the companies in other NEEQ tiers. The specific
data are as follows:

. Number of

Number of g:t?saslrzfgg Sohu;fetir;d'irtlgl closing Trading
Classification quoted IrJniIIion (100 miIIriJon chares volume

companies (20,000 (RMB10,000)

shares) shares)
shares)

Select tier 66 108.44 50.54 18,004.60 262,726.83
Innovation tier 1,250 1,295.66 766.48 12,292.94 73,314.33
Base tier 5,983 3,446.06 2,146.27 5,950.50 19,237.58

As relevant officials stated at the CSRC'’s press conference on September 3, 2021, the NEEQ Select,
after a year of practice, has gained the preliminary public market function of serving small and medium-
sized enterprises (“SMEs”). This is the starting point for the story of the BSE in its transformation
from the NEEQ Select into a stock exchange, and to convert non-listed public companies quoted on
the NEEQ Select into exchange listed companies.

I The “1, 2, 3” principle

In response to the orientation of the BSE, the CSRC, in its article Adhering to Dislocation Development
and Highlighting Characteristics to Better Serve the Beijing Stock Exchange’s Development of
Innovative Small and Medium-sized Enterprises, explicitly states that the CSRC will focus on the
following principles in implementing the BSE:

B Adhering to “One Orientation”. The BSE will firmly adhere to the market orientation of serving
innovative SMEs, respect the development pattern and growth step of innovative SMEs, and
enhance the inclusiveness and accuracy of the BSE systems.

B Properly handling “Two Relationships”. Firstly, the BSE, the Shanghai Stock Exchange (the
“SSE”), the Shenzhen Stock Exchange (the “SZSE”) and regional equity markets will adhere to
dislocation development and interconnection, and the BSE will play the role of transferring
companies to list on other markets. Secondly, the BSE and the NEEQ Innovation and the NEEQ
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Base will adhere to overall planning, coordination and system linkage, and maintain the balance of
the market structure.

B Achieving “Three Objectives”. Firstly, a set of basic institutional arrangements covering listing,
trading, delisting, continuous regulation, investor suitability, etc. that fit the characteristics of
innovative SMEs will be established to make up for the weakness of the multi-tiered capital markets
in developing inclusive finance. Secondly, the role of the BSE as a link in the multi-tiered capital
markets will be unblocked, and a growth path of direct financing by the SMEs will be mutually
supplemented and promoted. Thirdly, a number of “Zhuan Jing Te Xin” SMEs will be cultivated,
and a positive market ecology will be formed, in which there is high enthusiasm for innovation and
entrepreneurship, qualified investors actively participate, and intermediaries are responsible.

Based on the above principles, the BSE positions itself to serve innovative SMEs, identical to the two
existing registration pilot projects, namely the STAR Market and ChiNext, which both emphasize
innovation; however, compared to the STAR Market and ChiNext, the BSE serves more innovative
SMEs, and compared with the SSE and the SZSE, the enterprises it serves are “earlier, smaller, and
newer”. Based on the above orientation and characteristics, the BSE is required to adopt a system
different from that of the SSE and the SZSE in terms of listing conditions, refinancing mechanisms,
continuous regulation requirements, and investor suitability, etc., so as to promote the dislocated
development between the SSE and the SZSE, and improve the multi-tiered capital market system with
Chinese characteristics.

System characteristics and issues of interest

As mentioned above, the BSE will adopt a system different from that of the SSE and the SZSE based on

its orientation and objectives. Here, we analyze the system characteristics and issues of interest as to

the BSE as a “main position to serve innovative SMEs” based on the content of the CSRC’s press

conference and the published series of draft rules.

1.
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Conditions and procedures for issuing and listing on the BSE
Conditions for issuing and listing

Companies listing on the BSE will be from two sources—currently quoted companies and new
companies. The currently quoted companies are those that have already been quoted on the NEEQ
Select (currently 66 companies and there might be more before the BSE commences operating), which
will move from the NEEQ Select to the BSE for listing; and the new companies are companies listed
on the NEEQ Innovation that have been listed in that tier for over 12 months. That is to say, the new
companies are those companies that are qualified from among the 1,250 companies which are quoted
on the NEEQ Innovation and companies that subsequently enter the NEEQ Innovation.

With respect to the conditions for issuance of shares on the BSE, Chapter Il “Conditions for Issuance”
of the Measures for Administration of Stock Registration and Public Offerings to Unspecified Qualified
Investors on the Beijing Stock Exchange (for Trial Implementation), promulgated by the CSRC,
generally regulates the basic conditions for applications for public offerings of shares on the BSE.




HAN KUN

Such conditions are basically consistent with the conditions for public offerings to unspecified qualified

investors under the Measures for Supervision and Administration of Non-listed Public Companies

(2019 Revision) applicable to companies quoted on the NEEQ. The specific conditions are as follows:

- . Conditions for public offering of
# Conditions for issuance on the BSE shares on the NEEQ
Basic Has an organization that is sound and in | Has an organization that is sound and in
conditions | good standing. good standing.
Has the ability to operate as a going | Has the ability to make profits as a going
concern and is in good financial standing. | concern and is in good financial standing.
In the last three years, no false records | In the last three years, no false records
have been made in the financial and | have been made in the financial and
accounting reports and the audit reports | accounting reports.
have been issued with unqualified
opinions.
Operates properly in accordance with the | Operates properly in accordance with the
law. law.
Negative | Where an issuer or its controlling shareholder or actual controller falls under any of the
conditions

following circumstances, the issuer shall not make a public offering:

Criminal offenses of corruption, bribery,
embezzlement or misappropriation of
property or disruption of the socialist
market economic order in the last three
years.

Criminal offenses of corruption, bribery,
embezzlement or misappropriation of
property or disruption of the socialist
market economic order in the last three
years.

In the last three years, there are any
serious illegal acts in fraudulent offerings,
serious illegal acts in disclosure of
information or any other serious illegal
acts involving fields such as national
security, public security, ecological
security, work safety, and public health
safety.

In the last three years, there are any
serious illegal acts in fraudulent offerings,
serious illegal acts in disclosure of
information or any other serious illegal
acts involving fields such as national
security, public security, ecological
security, work safety, and public health
safety.

Any administrative penalties imposed by
the CSRC within the last year.

Any administrative penalties imposed by
the CSRC within the last 12 months.

As for the BSE’s listing conditions, while the listing rules and other supporting rules have yet to be
issued, we understand that it is likely that there will be no additional substantive conditions than those
for companies to be quoted on the NEEQ Select, given that the BSE will generally transition the NEEQ
Select’s basic systems. If we take the NEEQ Select quoting conditions as a reference for listing on
the BSE, the financial requirements and negative conditions are substantially as set forth in the table
below; these are in addition to the 12-month NEEQ quoting requirement (also that companies will need
to have previously satisfied the conditions to be quoted on the NEEQ Innovation). From these

conditions, we observe the required minimum market capitalization is lower than that of the STAR

www.hankunlaw.com



HAN KUN

Market and ChiNext and non-profitable companies have an opportunity to list on the BSE. However,

the BSE has a higher requirement for companies’ net assets at the end of the last year.

#

Conditions

Content

Financial
requirements

The company must
satisfy one of the
conditions shown on
the right

Market capitalization? is not less than RMB200 million, net
profits in the last two years are not less than RMB15
million and the weighted average return on net assets is
not less than 8%, or the net profits in the last year are not
less than RMB25 million and the weighted average return
on net assets is not less than 8%.

Market capitalization is not less than RMB400 million,
operating income in the last two years is not less than
RMB100 million, the growth rate of operating income in
the last year is not less than 30%, and the net cash flow
from operating activities in the last year is positive.

Market capitalization is not less than RMB800 million,
operating income in the last year is not less than RMB200
million, and total R&D investment in the last two years is
not less than 8% of total operating income.

Market capitalization is not less than RMB1.5 billion, and
the total R&D investment in the last two years is not less
than RMB50 million.

In addition to the
above conditions, all
conditions shown on
the right must be
satisfied

Net assets at the end of the last year are not less than
RMB50 million.

The number of shares publicly issued is not fewer than 1
million, and the number of subscribers for the issuance is
not less than 100.

After the public offering, the total share capital of the
company is not less than RMB30 million.

After the public offering, the number of shareholders of the
company is not be less than 200, and the shareholding
percentage of public shareholders?® is not less than 25%
of the total share capital of the company; where the total
share capital of the company exceeds RMB400 million,
the shareholding percentage of public shareholders is not
less than 10% of the total share capital of the company.

2 “Market capitalization” refers to the market value of the quoted company’s shares based on the public issuance price
offered to the unspecified qualified investors.

3 “Public shareholders” refer to shareholders of the quoted company on the NEEQ other than the following shareholders:
(1) shareholders who hold 10% or more of the company’s shares and other shareholders who are acting in concert with
them; and (2) directors, supervisors and senior management personnel of the company and their family members who
have a close relationship with them; legal entities or organizations directly or indirectly controlled by directors, supervisors
and senior management personnel of the company. Family members who have a close relationship with them include
spouse, children and their spouse, parents and parents-in-law, siblings and their spouse, spouse’s siblings, and children’s

parents-in-law.
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# Conditions Content
Other criteria stipulated by the CSRC and the NEEQ.
Negative Where a quoted company or any other relevant entity falls under any of the
conditions following circumstances, the quoted company may not enter the NEEQ Select:

(1) the quoted company or its controlling shareholder(s) or actual controller has
committed any act stipulated in the aforesaid Negative Conditions in the NEEQ
public offering criteria within the last three years;

(2) the quoted company or its controlling shareholder(s), actual controller,
directors, supervisors or senior management personnel has/have been subject to
administrative penalties imposed by the CSRC or its branches during the past
12 months; or been subject to public condemnation by the NEEQ or other
self-governance regulatory authorities for illegal acts or irregularities in the
securities markets;

(3) the quoted company or its controlling shareholder(s), actual controller,
directors, supervisors or senior management personnel is/are subject to
investigation by the judicial authorities for an alleged criminal offense or
subject to investigation by the CSRC or its branches for an alleged violation, and
a specific conclusion is pending; the quoted company or its controlling
shareholder(s) or actual controller is/are placed on a list of dishonest civil
debtors, and the circumstances are yet to be resolved; the annual report is not
formulated and disclosed within four months following the end of each
accounting year pursuant to the provisions of the NEEQ, or a half-year report is
not formulated and disclosed within two months following the end of the first half
year of each accounting year;

(4) an accounting firm has issued an audit report with qualified opinions for the
financial accounting reports in the last three years;

(5) circumstances that would have a significant adverse impact on the quoted
company’s operating stability, directly influence its ability to engage in market-
oriented independent and sustainable operations, or other situations such as
damage to the interests of the quoted company, as stipulated by the CSRC and
the NEEQ.

2. BSE issuance and listing procedures

As for issuance and listing procedures, the BSE will launch a pilot securities issuance and registration

system, continuing the principle of launching pilot registration systems on the STAR Market and

ChiNext. The pilot system will center around information disclosure and the SMEs actual

circumstances so as to strengthen its pertinence, accuracy and inclusiveness, solidify the

responsibilities of all parties, increase the cost of illegal acts, and strengthen investor protections. In

accordance with the provisions of Chapter Il “Registration Procedures” of the Measures for

Administration of Stock Registration and Public Offerings to Unspecified Qualified Investors on the

Beijing Stock Exchange (for Trial Implementation), the registration procedures for public offerings and

listings at the BSE can be summarized as follows:
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Issuer’s general shareholders’ meeting
approves the issuance plan

Application made to BSE

5 working days

Acceptance

Termination of o
examination (Note 3) Examination Examination by the BSE Independent
phase Examination Department

2 months
(Notel)
Return for Review by the BSE Listing Committee
supplementary
examination
Registration with the CSRC
Registration rejected Registration CSRC undertakes issuance registration 20 ;v;;l;ing
rocess
(Note 3) phase p (Note 2)
CSRC approves registration |
Within 1

year
Issuance |

Note1: This 2-month period does not include time the issuer may take to supplement or amend its application documents

following on-site examination and special verification of relevant matters.

Note 2: This 20-working day period does not include time the issuer may take to supplement or amend application documents
as required by the CSRC; this process may involve CSRC requesting the BSE to make further inquiries, requiring the
sponsors, securities service institutions and others to verify relevant matters, and conducting on-site examinations of the
issuer.

Note 3: The issuer may again file an application for public listing after six months from the date of a rejection decision.

3.
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“Zhuan Jing Te Xin” enterprises

Among the BSE’s “Three Objectives” mentioned by the CSRC, “cultivating a number of ‘Zhuan Jing
Te Xin’ SMEs” has attracted particular attention. This description is usually interpreted as “specialized,
refined, distinguished, and novel”’. It has been used in national and local policy documents and
important speeches for the past decade, and “developing ‘Zhuan Jing Te Xin’ SMEs” was mentioned
at the meetings of the Political Bureau of the CPC Central Committee on July 30, 2021. The BSE’s
system design and policy implementation are likely to give priority support to this type of enterprise.

Can red-chip enterprises list on the BSE?

According to the current drafts for comment, the BSE will allow companies to list with differentiated
voting rights arrangements. But another interesting question is — can red-chip enterprises that
conform to the characteristics of innovative SMEs list on the BSE in the future, just as is allowed in
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other registered pilot markets (namely the STAR Market and ChiNext)? Based on the current rules,
the answer is still no, because BSE listed companies will be from companies quoted on the NEEQ
Innovation or the NEEQ Select, and the NEEQ currently has no rules or precedents for red-chip
enterprises to be quoted. Therefore, relevant rules must first be introduced for red-chip enterprises
to be quoted on the NEEQ before they may list on the BSE.

Il Refinancing policies

The BSE will implement a “small, fast, flexible, and diversified” refinancing policy for its listed
companies, highlight the market characteristics of the BSE on the basis of absorbing and learning from
the mature practices of the SSE and the SZSE, meet the needs of innovative SMEs, and set up a
targeted risk prevention and control mechanism to strengthen the protection of the legitimate rights
and interests of investors.

Among them, the types of financing will include common stocks, preferred stocks, convertible bonds
and other equity financing instruments, which will further meet the actual needs of SMEs. Issuance
methods will include multiple financing methods such as public issuance to unspecified qualified
investors and issuance to specified entities, as well as flexible issuance mechanisms such as
authorized issuance, shelf issuance and self-initiated issuance, so as to reduce the financing costs of
SMEs. Interms of the pricing mechanism, itis required to adhere to the market-oriented orientation,
promote full play between old and new shareholders, “take bidding as the principle and pricing as the
exception”, make no administrative interventions in issuance prices, scale, etc., strengthen the
protection of the rights and interests of investors, further improve pricing efficiency, and regulate
orderly issuances.

Il Continued post-listing supervision of companies

In terms of continued supervision of companies following listing, the BSE will learn sufficiently from the
existing supervision experience of listed companies on the SSE and the SZSE, form a differentiated
policy in line with the characteristics of SMEs, take into full consideration the characteristics that the
listed companies are SMEs and the overall scale is smaller than that of the SSE and the SZSE, pay
attention to balancing the standardized costs of enterprises, and give play to the role of market
constraint mechanisms and corporate autonomy. Among them, it is worth noting that:

B Intermsofreduction of shareholdings, given that the listed companies on the BSE are generated
from the open market and there is limited room for arbitrage through reduction of shareholdings,
compared with the listed companies on the SSE and SZSE, the restrictions on the time and number
of reduction of shareholdings by major shareholders, actual controllers, directors, supervisors and
senior management personnel are relaxed and replaced by pre-disclosure requirements: where
the total number of shares to be reduced by the aforesaid shareholders through centralized bidding
transactions at the BSE within 3 months exceeds 1% of the total number of shares of the company,
the aforesaid shareholders shall disclose the shareholding reduction plan 30 trading days before
the initial sale (while the requirements of the SSE and the SZSE are that the total number of shares
reduced by major shareholders of a listed company through centralized bidding transactions at any
consecutive 90 days shall not exceed 1% of the total number of shares of the listed company);
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B In terms of lock-up periods, the lock-up period for shares of unprofitable enterprises will be
appropriately extended (specific rules are to be further promulgated by the BSE);

B In terms of equity incentives, the experience of the STAR Market and ChiNext will be used for
reference in the design of the equity incentive policy: shareholders holding more than 5% of shares
or actual controllers and their spouses, parents and children, as well as directors, senior
management personnel, core technicians or core business personnel, may fall into the scope of
persons to be incented. Existing provisions of the NEEQ will be followed in terms of equity
incentive price and proportion: relevant provisions of the BSE must be observed where a listed
company grants persons restricted shares priced lower than 50% of the market reference price or
the exercise price of stock options is lower than the market reference price, such pricing basis and
pricing method must be explained; the total amount of equity incentives must not exceed 30% of
the company’s total share capital and, at the same time, the amount of equity incentives to any
individual must not exceed 1% of the total share capital;

B Interms of material asset restructurings, the criteria for determining a major asset restructuring
will be adjusted in light of the characteristics of SMEs. The criteria will be based on Article 124 of
the Measures for Administration of the Material Asset Restructurings of Listed Companies.
Originally, the requirement was that the operating income from the purchased or sold assets in the
last fiscal year accounted for 50% or more of the company’s operating income as specified in its
audited consolidated financial statements for the same period. Now, this specified operating
income must also be more than RMB50 million.

Meanwhile, the BSE will further formulate detailed implementing rules for corporate governance,
ongoing information disclosure, reduction of shareholdings, equity incentives, employee stock
ownership plans, material asset restructurings, delisting, etc.

IV Trading policies and investor suitability
1. With respect to trading policies

The BSE will adopt continuous auction trading, and no price limit will be imposed on the first day when
new shares are listed, while the price limit will be 30% from the next day. On other boards, for
companies not marked as ST, on the main board, a 44% price limit is imposed on new shares on the
first day of trading, and the price limit is 10% thereafter. No price limitis imposed on the STAR Market

4 Article 12 of Measures for Administration of the Material Asset Restructurings of Listed Companies: Where a purchase or
sale of assets by a listed company or any company held or controlled by it reaches any of the following criteria, it constitutes
a material asset restructuring:(1) The total assets purchased or sold account for 50% or more of the ending total assets
as specified in the listed company’s audited consolidated financial statements for the last fiscal year;(2) The operating
income from the purchased or sold assets in the last fiscal year accounts for 50% or more of the operating income as
specified in the listed company’s audited consolidated financial statements for the same period.; or (3) The net assets
purchased or sold account for 50% or more of the ending net assets as specified in the public company’s audited
consolidated financial statements for the last fiscal year, and exceed RMB 50 million. Where the assets purchased or
sold do not attain the standards stipulated in the preceding paragraph, but the CSRC discovers any significant issue which
may harm the legitimate rights and interests of the listed company or investors, the CSRC may, pursuant to the prudential
regulatory principle, order the listed company to make supplementary disclosure of the relevant information pursuant to
the provisions of these Measures, suspend trading, and engage an independent financial consultant or any other securities
service organization to make supplementary examination and disclose its professional opinion.
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and ChiNext for new shares five trading days following listing, and the price limit is 20% thereatfter.
Comparatively, the BSE will apply a greater pricing range for listed companies’ shares.

2. As for investor suitability

According to the Measures for Administration of Stock Registration and Public Offerings to Unspecified
Qualified Investors on the Beijing Stock Exchange (for Trial Implementation), qualified investors on the
BSE must comply with the investor suitability-related provisions of the CSRC and the BSE; however,
no specific requirements have been specified thus far. According to the Q&A at the press conference
of the CSRC on September 3, 2021, the structural investment preferences and behavioral
characteristics of qualified investors on the BSE will be significantly different from those of general
individual investors on the SSE and SZSE. These preferences and behavioral characteristics will
match the risk characteristics of innovative SMEs and will form a long-term and rational investment
culture. Itis expected that the overall market operation will be relatively stable, transactions will be of
relatively low frequency and rational, and shareholding periods will be relatively long. More attention
will be paid to medium and long-term returns brought about by the growth of enterprises. Based on
the above, hereinafter we take a look at the requirements for qualified investors on the NEEQ,
especially those on the NEEQ Select —to complement the tier-based market policy, the NEEQ currently
implements differentiated investor access conditions. The requirements for legal entities, partnership-
type investors, and individual investors are as follows (individual investors also need to meet certain
specific investment and work experience criteria):

Legal entity/partnership | Threshold requirements for

Types of investor threshold individual investors (daily Scope of
qualified requirements average securities assets in authorized
investors (Paid-in capital/Total paid- | the 10 trading days prior to transactions
in capital) applying for authorization)
Type | qualified .
. RMB2,000,000 RMB2,000,000 Any NEEQ tier
investor
T Il lifi I i
ype Il qualified RMB1,500,000 RMB1,500,000 _ Selecttier,
investor innovation tier
Type Il
qualified RMB1,000,000 RMB1,000,000 Select tier
investor

Based on the above discussion, it is not difficult to observe that the NEEQ Select has higher thresholds
for investors compared with the STAR Market and ChiNext, which matches the characteristics of the
companies on the NEEQ Select with large fluctuations in performance and high operational risk.
According to the CSRC press conference on September 3, 2021, we understand that the BSE may
continue to follow the investor suitability-related requirements of the NEEQ Select for a certain period
in the future. However, the requirements may be reconsidered and adjusted in the future based on
the trading status of the listed companies on the BSE and market needs.

One issue related to investor suitability is that, given the NEEQ Select is being upgraded to the BSE,
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the BSE may allow public funds to invest in order to obtain more potential investors and funds. Public
funds may be granted the same freedom to invest in BSE-listed companies as in companies listed on
the SSE and the SZSE, without the need to undertake relevant legal procedures and to comply with
requirements and restrictions under the Guidelines for Investment in Stocks Listed on the National
Equities Exchange and Quotations by Publicly Offered Securities Investment Funds, published by the
CSRC. This issue is yet to be clarified in rules and verified in practice.

V Relationship among the BSE, the SSE, the SZSE, and the NEEQ

In terms of the relationship with the SSE and the SZSE, in order to promote the formation of a multi-
tiered capital market system with Chinese characteristics with distinct emphasis and mutual
complementation, the BSE will adhere to the original intention and mission to serve innovative SMEs,
adhere to the differentiated institutional arrangements, highlight the market characteristics, and
properly deal with the relationship among the BSE and the SSE, the SZSE in terms of dislocation
development and interconnection. The BSE will mainly focus on innovative SMEs and, compared
with the SSE and the SZSE, it will serve enterprises that are “earlier, smaller, and newer”. At the
same time, the BSE will also adhere to the mechanism of transferring to other markets, and the mature
listed companies on the BSE may also choose to transfer to the SSE and the SZSE for listing in the
future to continue to seek development in the capital markets.

In terms of the relationship with the NEEQ, the existing NEEQ Innovation and NEEQ Base and the
BSE will achieve overall coordination and system linkage. On the one hand, a progressive market
structure will be established, starting from the NEEQ Base, the NEEQ Innovation, and to the BSE.
Enterprises cultivated and developed on the NEEQ Base and the NEEQ Innovation may choose to
further list on the BSE. Companies delisted from the BSE that meet the relevant conditions may
continue to trade on the NEEQ Innovation or the NEEQ Base. Finally, they may directly exit the capital
markets if they are involved in any major violation of laws and regulations. On the other hand, in
terms of organizational structure, the BSE will be funded and established by the National Equities
Exchange and Quotations Corporation Limited (the “NEEQ Co., Ltd.”). That is, the BSE, as a
corporate stock exchange, will be a subsidiary of the NEEQ Co., Ltd.; and the NEEQ will coordinate
the construction and development of the NEEQ Base, the NEEQ Innovation, and the BSE, and
implement “integrated management and independent operation”.

Conclusion

The establishment of the BSE is a landmark event for further deepening the reform of the NEEQ and
further improving the construction of the multi-tiered capital markets. Also, the BSE is another
experimental field for piloting the securities issuance registration system. When we first came to see the
BSE, we observed its orientation and institutional characteristics based on serving innovative SMEs.
Looking to the future we expect the BSE to be more inclusive as to its listing conditions and examination
processes of prospective listed companies, to liberalize investor suitability, as well as strictly implement
the delisting system. As a result, more high-quality enterprises may have the opportunity to list on the
BSE and more investors may have the opportunity to invest, so that the BSE can show its vitality and
energy as a stock exchange. Further, we expect that the BSE will bring new opportunities to the capital
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market for innovative SMEs. With the help of the capital market system established by the BSE,
enterprises, especially innovative SMEs, can choose a suitable market that is appropriate to their own
circumstances in a timely manner, and may transfer to other markets for listing based on the
interconnection of relevant markets. Thus, with the help of the capital markets, enterprises can achieve
faster and better development.
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Important Announcement

This Legal Commentary has been prepared for clients and professional associates of Han Kun Law
Offices. Whilst every effort has been made to ensure accuracy, no responsibility can be accepted for
errors and omissions, however caused. The information contained in this publication should not be
relied on as legal advice and should not be regarded as a substitute for detailed advice in individual
cases.

If you have any questions regarding this publication, please contact:

Shijia LI

Tel: +86 10 8516 4236
Email: shijia.li@hankunlaw.com

Kaiying WU

Tel: +86 10 8525 4658
Email: kaiying.wu@hankunlaw.com
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