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Introduction

There are three primary stock exchanges in China: the Shanghai Stock Exchange (SSE), the
Shenzhen Stock Exchange (SZSE) and the Beijing Stock Exchange (BSE). The SSE consists
of the Main Board and the Sci-Tech Innovation Board (the STAR Board), whereas the SZSE
consists of the Main Board, and ChiNext (a board consisting mainly of start-ups). The BSE
officially opened in November 2021, which is the third stock exchange, and targets small
and medium-sized innovative enterprises.

The year 2023 marked an important milestone in the history of China’s capital markets,
as the registration-based system has fully implemented in all board of national stock
exchanges, China formed a capital market pattern with multi-level and complementary
development with various boards.

Year in review

2023 is the year of deepening the reform of China's IPO system (Registration-based
System). In terms of the IPO review situation for the whole year of 2023, the review
time of IPO is accelerating and the pass rate for Listing Committee Review is increasing.
But subtle changes are hidden in it, after the 827 Policy, the number of IPO listing
applications accepted and the number of enterprises approved for registration have
dropped significantly, and the IPO issuers and intermediaries are facing more stringent
requirements on various indicators. The aforementioned changes are further reflected in
2024. accompanied by a series of exciting changes in China economics, we believe that
issuers will have more opportunities in China capital market, but also need to be well
prepared for the possible challenges lie ahead.

Governing rules

i Main stock exchanges

As discussed in Section |, the SSE consists of the Main Board and the STAR Board, whereas
the SZSE consists of the Main Board and ChiNext, and BSE serves small and medium-sized
innovative enterprises (thus having no specific trading board yet).

STAR

On 1 March 2019, the CSRC and the SSE issued the Rules of the STAR, which took effect
on the same day. These rules introduced a registration-based system and eased listing
standards to accommodate qualified technology companies. On 22 July 2019, the STAR
officially opened for trading. As at early 2024, over 570 companies have listed on the STAR.

The STAR may be considered a breakthrough in China's capital market for the following
reasons:
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1. removal of profit requirement: pre-profit technology industries such as information
technology, high-tech manufacturing, new materials, new energy and environmental
protection, along with pre-revenue biotech companies, may list on the STAR. In
practice, pre-profit companies such as Suzhou Zelgen Biopharmaceuticals Co, Ltd,
have successfully passed the SSE's examination and have completed registration
procedures with the CSRC, allowing them to list on the STAR;

2. weighted voting rights (WVR): the STAR permits, for the first time in the mainland
capital markets, technology companies with unweighted rights to list. In practice,
UCloud Technology Co, Ltd (688158.SH) is the first company with WVR structure to
be accepted by and successfully listed on STAR;

3. red-chip companies may list: red-chip companies (those whose parent entity is
incorporated outside mainland China and whose primary business activities are in
China, including variable interest entity (VIE)-structure companies), may apply for a
public offering of its stock in mainland China or through the issuance of Chinese
depository receipts (CDRs), though listing standards are higher (see below).In
practice, Semiconductor Manufacturing International Corporation (688981.SH) is
the first overseas listed red-chip company which successfully listed on STAR; and

4. spun-off companies may list: the STAR permits, for the first time in mainland capital
markets, spun-off technology companies to list. In practice, Shengyi Electronics Co,
Ltd. (688183.SH) is the first company in SSE to be spun off from a company listed on
the Main Board (Shengyi Technology Co, Ltd., 600183.SH) and successfully listed
on STAR.

ChiNext

ChiNext was established on 30 October 2009 to support small and medium-sized
enterprises, especially in the high-tech sector. With the reform of the registration-based
system of ChiNext, ChiNext adapted to the general trend of relying more on innovation,
creation and creativity, mainly serving growth-oriented innovation and entrepreneurship
enterprises, and supporting the deep integration of traditional industries with new
technologies, new industries, new formats and new models.

The reform of the registration-based system of ChiNext fully draws on the experience
and practice of the pilot of the registration-based system of STAR, and basically uses the
same rules as STAR in the main aspects of legal rules, issuance conditions, registration
procedures, supervision and management.

BSE

The BSE was established on 3 September 2021, which is China's first corporate-based
stock exchange approved by the State Council. The BSE mainly serves small and
medium-sized innovative enterprises, focusing on supporting enterprises in advanced
manufacturing and modern service industries, promoting the transformation and
upgrading of traditional industries, and promoting high-quality economic development.
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As a part of the reform of the registration-based system, the BSE has adopted a
registration-based system, and the institutional arrangements of the BSE are generally
consistent with the STAR and ChiNext.

Main Board (SSE and SZSE)

The Full Registration-based system generally extends and applies to the Main
Board, including the review philosophy, procedures, methods, information disclosure
requirements and other provisions of the pilot registration-based system similar to the
STAR and the ChiNext. Multiple sets of financial indicators are available for domestic
enterprises, red-chip companies and companies with an unweighted voting rights
structure.

However, the reform of Full Registration-based System also clarifies the positioning
requirements of the Main Board, which form a multi-tiered capital market pattern with
coordinated development and complementary functions with the STAR, the ChiNext
and the BSE. The Main Board highlights the characteristics of 'large-cap blue chips',
focusing on supporting quality enterprises with mature business models, stable business
performance, relatively large-scale and industry representativeness.

ii Overview of listing requirements

At present, under Full Registration-based System, all listing applications are submitted
to the stock exchanges. If approved, the applications are then submitted to the CSRC to
complete the registration procedure.

Table 1 sets forth the main requirements for the Main Board, ChiNext, the STAR and the
BSE. Tables 2a and 2b set forth the main requirements for red-chip companies. These
companies must be qualified enterprises, whether they are listing stocks or CDRs, in
addition to satisfying the requirements under the rules of the specific board. Table 3 sets
forth the main requirements for companies with an unweighted voting rights structure.

Table 1: Issuers incorporated in China

IPO Main Board ChiNext STAR BSE
requirements

Issuer A company limited by shares that is duly A company
qualifications | incorporated and validly exists in China. limited by
shares listed
on the
innovation
layer that has
been
continuously
listed on the
NEEQ for at
least 12
months.

Business At least three years of continuous operations At
records (where a limited liability company is converted tleast
into a company limited by shares through the three
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conversion of the entire original book value of years of
its net assets, the term 'continuous operation’ continuous
may start from the date when the limited liability

; operations
company was established). P

(where

a

limited
liability
company
is
converted
into a
company
limited

by

shares
through
the
conversion
of the
entire
original
book
value of
its net
assets,
the

term
‘continuous
operation'
may

start
from

the

date

the
limited
liability
company
was
established).

Continuously
listing

on the

NEEQ

for at

least 12
months.
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Profitability

The net profit
during the past
year or each of
the previous
three years is
positive
(varies
according to
the different
financial
indicators).

N/A after 12
June 2020 for
innovative and
entrepreneurial
enterprises in
advanced
manufacturing,
internet, big
data, cloud
computing,
artificial
intelligence,
biomedicine
and other high
- tech
industries and
strategic
emerging
industries).

N/A

Financial
indicators
for Main
Board
only

One of the following three thresholds where
expected market value:

+ has no specific requirement, the net profit
in each of the three previous years is
positive, the total net profit in the past
three years is not less than 200 million
yuan, and the net profit in the latest year
is not less than 100 million yuan; and the
net cash flow generated from business
activities in the past three years is not
less than 200 million yuan or the total
operating income is not less than 1.5

billion yuan.

is not less than 5 billion, the net profit

in the past year is positive, the operating
income in the past year is not less than
600 million yuan; and the net cash flow
generated from business activities in the
past three years is not less than 250

million yuan.

is not less than 10 billion yuan, the net

profit in the past year is positive; and the
operating income in the past year is not
less than 1 billion yuan.

Expected market value means total equity
following the IPO multiplied by the offering price.

Financial
indicators

One of the following five thresholds (four of
which do not have profitability requirements)
where expected market value:
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for STAR

only + is not less than 1 billion yuan, net profit

in the past two years is positive and

the aggregate net profit is not less than
50 million yuan; or expected market
value is not less than 1 billion yuan,

net profit in the past year is positive

and operating income is not less than
100 million yuan (net profit is calculated
based on the lower net profit before and
after deduction of non - regular profits or
losses);

+ is not less than 1.5 billion yuan; operating
income in the past year is not less
than 200 million yuan; and total R&D
investment in the past three years
accounts for not less than 15 per cent of
operating income in the past three years;

is not less than 2 billion yuan; operating
income in the past year is not less than
300 million yuan; and net cash flow
generated from business activities in the
past three years is not less than 100
million yuan;

is not less than 3 billion yuan; operating
income in the past year is not less than
300 million yuan; and

is not less than 4 billion yuan; significant
business or products need to be approved
by relevant government departments; and
significant market space and phased
results. For pharmaceutical applicants,
at least one core product needs to

be approved to carry out Phase Il

clinical trials for new drugs. Other
applicants are required to possess
‘'obvious technological advantages' and
meet corresponding conditions.

Expected market value means total equity
following the IPO multiplied by the offering price.

Financial | One of the following three thresholds (one of
indicators | which does not have profitability requirements)
for where expected market value:

ChiNext

only + has no specific requirement, the net profit

in the past two years is positive, and the
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aggregate net profit is not less than 100
million yuan, and the net profit in the latest
year is not less than 60 million yuan;

+ is not less than 1.5 billion yuan, operating
income in the past year is not less than
400 million yuan; and the net profit in the
past year is positive; and

is not less than 5 billion yuan, the
operating income in the past year

is not less than 300 million yuan

(only applicable to innovative and
entrepreneurial enterprises in advanced
manufacturing, internet, big data,

cloud computing, artificial intelligence,
biomedicine and other high - tech
industries and strategic emerging
industries).

Expected market value means total equity
following the IPO multiplied by the offering price.

Financial | One of the following four thresholds (three of
indicators | which do not have profitability requirements)
for the where expected market value:

BSE onl
SE only + is not less than 200 million yuan, the net

profit in each of the past two years is not
less than 15 million yuan or net profit in
the past year is not less than 25 million
yuan; and the weighted average return on
net assets is not less than 8 per cent;

+ is not less than 400 million yuan, the
average operating income in the past two
years is not less than 100 million yuan;
growth rate of operating income in the
past year is not less than 30 per cent; and
net cash flow generated from business
activities in the past year is positive;

+ is not less than 800 million yuan, the
operating income in the past year is
not less than 200 million yuan; total
R&D investment in the past two years
accounts for not less than 8 per cent of
the total operating income in the past two
years; and
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Expected market value means total equity
following the IPO multiplied by the offering price.

is not less than 1.5 billion yuan, the total
R&D investment in the past two years is
not less than 50 million yuan.

When the post - listing capitalisation is >400 million
yuan, the public shareholding ratio shall not be less
than 10 per cent.

Assets N/A Net assets =50
million yuan at
the end of the
most recent
accounting
period.

Capital Post - listing Post - listing capitalisation of =30 million yuan.

capitalisation
of=50 million
yuan.

Minimum When the post - listing capitalisation is <400 million | Shares that

public yuan, the public shareholding ratio shall not be less | are offered

shareholding than 25 per cent. publicly of =1
million; the

number of the
public offering
objects of
>100;

and the
number of the
post - listing
shareholders
of >200.

When the post
- listing
capitalisation
is =400 million
yuan, the
public
shareholding
ratio shall not
be less than 25
per cent; when
the post -
listing
capitalisation
is >400 million
yuan, the
public
shareholding
ratio shall not
be less than 10
per cent.
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Major No adverse No adverse significant changes | No significant
business significant in the past two years. changes in
changes in the the past 24
past three months.
years.
Directors and | No adverse No adverse significant changes | No adverse
senior significant in the past two years. significant
management | changes in the changes in the
past three past 24
years. months.
Actual No change in No change in the past two years. | No change in
controller the past three the past 24
years (the months.
definition of
‘actual
controller' is
based on
several legally
prescribed
factors that
are applied to
each
individual case
based on the
facts and
circumstances
of such case).
Clarity of The issuer's equity structure is to be well defined, | The shares
ownership without any significant dispute over the shares of | held by the
the issuer held by the controlling shareholders, or | controlling
held by shareholders that are controlled by the shareholders
controlling shareholders or the actual controllers. | or held by
shareholders
that are
controlled by
the controlling
shareholders
or the actual
controllers are
no significant
ownership
disputes.
Internal . . . There is no
control + The basic accounting work of an issuer false record in
is to be standardised. The preparation and the financial
disclosure of financial statements by the accounting
issuer should comply with the accounting report of the
standards for business enterprises and the past three
. . . years, and an
relevant information disclosure rules, and audit report
they should fairly reflect the financial status, | \ith
business results and cash flow of the issuer unqualified
in all material respects. A certified public opinion has
been issued.
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accountant is to issue an audit report with
unqualified opinion for the past three years.

+ The issuer should have a sound internal
control system, which is effectively
implemented and capable of reasonably
ensuring the operational efficiency, legality
and compliance of the company and
reliability of financial reports, and an internal
control verification report with unqualified
opinion is to be issued by a certified public
accountant.

Corporate | The issuer must have complete organisations of
governance good standing and the relevant institutions.

Finance An audit report for the past three years issued by
a certified accountant with unqualified advice.

Competition The business of the issuer's controlling
shareholders, actual controllers or other
enterprises controlled by such controlling
shareholders or actual controllers must not
compete with the issuer's business in a manner
that may have a significant adverse impact on
the issuer.

Related - | Related - party transactions must not
party significantly influence the issuer's independence
transactionisor be unreasonable.

Debt . o . . , There are no
No major ownership disputes involving major disputes over

assets, core technologies, trademarks, etc., major | |and use
debt - servicing risks, contingencies such as major | rights, house
guarantees, litigation, arbitration, etc., or significant ownership,
changes in the business environment that have production

. . equipment,
occurred or will occur that would have a material patents,

adverse effect on going concern. trademarks
and copyrights
that have a
significant
impact on the
issuer's main
business,
which have a
significant
adverse
impact on the
issuer's ability

to continue

operation.
Use of An issuer should disclose the investment and IPO proceeds
proceeds use management system for the proceeds and shall be used
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the contribution made by such proceeds to the
development of its main business and the impact

for the major
business and

misapproprig
of

property

or

on its future operating strategies. related
Regarding the IPO and listing on the STAR, 2?:;2?88
the issuer should also disclose the specific
arrangements for the proceeds to be invested in the
field of scientific and technological innovation.
Regarding the IPO and listing on ChiNext, the
issuer should also disclose the support role of the
proceeds on the innovation, creation and creativity
of the issuer's business.
Legal . , . .
compliance + the issuer's operations comply with laws * the
and administrative regulations and national issuer's
industrial policy; operations
* in the past three years, the issuer, cc?mply
its controlling shareholders and its with
actual controllers have not committed laws
the criminal offences of embezzlement, and o
bribery, embezzlement of property, adm|n|§trat|ve
misappropriation of property or destruction regulations;
of the order of the socialist market in the
economy, nor have they committed, inter past 36
alia, fraudulent issuance, illegal disclosure months,
of major information and any other major the
offences involving national security, public issuer,
security, environmental security, production its
security and public health security; and controlling
+ in the past three years, the directors, shéreholders
supervisors and senior management have orits
not been subject to administrative penalties actual
by controllers
have
+ the CSRC, and they are neither being not
investigated by the judicial authorities for committed
suspected crimes nor are being investigated the
by the CSRC for suspected violations of law, criminal
and no clear conclusion has been reached. offences
of
embezzlemept,
bribery,
embezzlemept
of
property,

tion
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destruction
of the
order of
the
socialist
market
economy,
nor

have

they
committed
fraudulent
issuance,
illegal
disclosure
of

major
information
and any

+ other
major
offences
involving
national
security,
public
security,
environmenta
security,
production
security,
public
health
security,
etc.;

+ inthe
past 12
months,
the
issuer
and its
controlling
shareholderg
actual
controllers,
directors,
supervisors
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and

senior
managemen
have

not

been
subject

to
administratiyj
penalties
by the
CSRC

and its
dispatching
agencies,
or

publicly
reprimanded
by the
NEEQ,

the

stock
exchange
and

other

self -
regulatory
bodies

for

illegal
actsin

the
securities
market;

[¢)

* the
issuer
and its
controlling
shareholders
actual
controllers,
directors,
supervisors
and
senior
managemen
are
neither
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being
investigated
by the
judicial
authorities
for
suspected
crimes

nor are
being
investigated
by the
CSRC

and its
dispatching
agencies
for
suspected
violations
of law,

and no
clear
conclusion
has

been
reached;
and

* the
issuer
and its
controlling
shareholders
and de
facto
controllers
have
not
been
included
in the
list of
dishonest
judgment
debtors
and the
circumstancés
have
not yet
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been
eliminated;

" within
the last
36
months,
the
issuer
has not
failed
to
prepare
and
disclose
an
annual
report
within
four
months
from
the end
of each
fiscal
year in
accordance
with the
relevant
provisions
of the
Securities
Law
and the
CSRC,
orto
prepare
and
disclose
an
interim
report
within
two
months
from
the end
of the
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first
half of
each
fiscal
year,

no
other
circumstancs
prescribed
by the
CSRC

and the
Exchange
that
have a
material
adverse
effect

on the
stability

of the
issuer's
operations,
its

ability

to
continue
its
operations
independent|
and

directly

to the
market,

or that

the
interests

of the
issuer

are
jeopardised.

£S

capacity

Business | Sustainable operational capability.

Table 2a: Red-chip issuers: qualifying enterprises

Issuer qualifications

Large red - chip companies
already listed overseas

Large unlisted red - chip
companies
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Expected market
value/operating
income/valuation

Expected market value is
not less than 200 billion
yuan.

Operating income is not
less than 3 billion yuan in
the past year; and valuation
is not less than 20 billion
yuan.

Alternatives

Independent R&D
capability, leading
international technology
and advantageous market
position, with an expected
market value not less than
20 billion yuan.

Accelerated operating
income, independent

R&D capability, leading
international technology
and advantageous market
position, with an expected
market value not less than
10 billion yuan or an
expected market value not
less than 5 billion yuan and
operating income not less
than 500 million yuan in the
past year.

scale such as the internet, b
artificial intelligence, softwa
high - tech manufacturing, b

Status Issuer conforms to standards relating to national
strategy, achieving core technology and market
acceptance.

Industry Innovative enterprises that have achieved considered

ig data, cloud computing,
re and integrated circuits,
iotech and other high - tech

industries, and strategic emerging industries.

Table 2b: SSE and SZSE rules

for red-chip issuers

Requirements

Issuance of stock

Issuance of CDRs

Listing requirements

Satisfy the other threshold
listing requirements of
ChiNext or STAR.

Be a qualifying enterprise (s

ee Table 2a).

+ basic listing
requirements in
Article 12 of
the Securities Law
of China (2019
amendment);

* in the past three
years, the actual
controller remained
unchanged and
there was no
major ownership
dispute over the
shares in the
overseas underlying
securities issuer
held by
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the controlling
shareholder and
the shareholders
controlled by

the controlling
shareholder and the
actual controller;

in the past

three years, the
overseas underlying
securities issuer
and its controlling
shareholder and
actual controller
have not committed
any major illegal
activity that
jeopardises the
legitimate rights
and interests of
investors or public
interests;

complete basic
accounting rules
and sound internal
control system;

its directors,
supervisors and
senior executives
should have a good
reputation, meet
the appointment
requirements
prescribed by the
laws and
regulations of the
place where it is
registered, and
have no record of
major law
violations and
dishonesty; and

« other requirements
of the CSRC.

Jurisdiction The company law of the issuer, but higher standards will
be applied for the purposes of investor protection.
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Full disclosure of any VIE structure, unweighted voting
rights or other similar arrangement.

Disclosure

Table 3: Issuers with an unweighted voting rights structure

Requirements Main Board ChiNext STAR

Special One of the One of the following two thresholds:

requirements following two “th q K ue | |
thresholds: the expected market value is not less

than 10 billion yuan; and

* the expected + the expected market value is not less
market value is not | than 5 billion yuan, and the operating
less than 20 billion | income in the past year is not less than
yuan, and the net 500 million yuan.

profit in the latest
year is positive; and
« the expected
market value is not
less than 10 billion
yuan, the net profit
in the latest year

is positive, and the
operatingincomein
the latest year is
not less than 1
billion yuan.

Other Satisfy the other threshold listing requirements of
requirements ChiNext or STAR or Main Board.

Compared with the NYSE, Nasdaq and the Hong Kong Stock Exchange, Chinese stock
exchanges are currently unique in the following respects (however, as stated above, the
reform of Full Registration-based System has already taken effect, and the 2019 Securities
Law has substantially altered China's IPO landscape):

1. applicant eligibility: unlike the NYSE, Nasdaq and the Hong Kong Stock Exchange,
A-share applicants have to be companies limited by shares that are incorporated
in China. Therefore, foreign issuers (such as Hong Kong, the United States or
Cayman parent companies) cannot list on Chinese stock exchanges. However, a
joint venture incorporated in China operating in a non-restricted industry where
foreign investment is permitted may list on Chinese stock exchanges. Furthermore,
eligible red-chip companies may apply to list on the Main Boards, ChiNext and the
STAR;

2. financial criteria: unlike the NYSE, Nasdaq and the Hong Kong Stock Exchange, each
financial listing threshold of the Main Board requires the issuer's net profits to be
positive. However, pre-profit companies are permitted to apply to list on ChiNext,
the STAR and the BSE;

3. board of supervisors' requirement: A-share listed companies are required to have a
board of supervisors consisting of at least three members. Employee representative
supervisors may not be less than one-third of the board of supervisors. Directors
and senior management may not concurrently be supervisors. The purpose of the
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supervisor is to oversee the activities of the board of directors and the senior
management;

4. competition: the exchanges devote special attention to analysing potential
competition that may have a significant adverse impact on the relationship between
the issuer and its controlling shareholders, actual controllers or the enterprises
controlled by the controlling shareholders or actual controllers on the other. The
absence of competition is a listing requirement;

5. foreign investment restrictions: if the issuer conducts business in an industry where
foreign investment is restricted or prohibited (according to law or in practice), the
issuer may not list in China. However, red-chip enterprises (including those with VIE
structures) can now apply to list on the Main Board, ChiNext and the STAR. To date,
Segway-Ninebot Limited, a company with a VIE structure, has successfully listed on
the STAR through the issuance of CDRs; and

6. lock-up periods: except the companies that listed on the BSE, the listing rules
for Chinese IPOs specifically state that the controlling shareholders or actual
controllers are subject to a three-year lock-up period, and all other shareholders
are generally subject to a one-year lock-up period. The controlling shareholders,
actual controllers and entities holding more than 10 per cent of the shares directly or
indirectly of companies listed on the BSE are subject to a 12-month lock-up period.
This differs from other jurisdictions, where lock-up periods are primarily determined
by the underwriters and not by the listing rules. The length of the lock-up period is
also longer than in Hong Kong, where controlling shareholders are only subject to a
six-month lock-up period.

iii Overview of law and regulations

The issuance requirements for the Main Board (SSE and SZSE), ChiNext and the STAR are
set forth in the Administrative Measures for the Registration of Initial Public Offerings of
Stocks.

The listing requirements for the Main Board (SSE) are set forth in the Rules Governing
the Listing of Stocks on Shanghai Stock Exchange. The listing requirements for the Main
Board (SZSE) are set forth in the Rules Governing the Listing of Stocks on Shenzhen
Stock Exchange. The listing requirements for ChiNext are set forth in the Rules Governing
the Listing of Stocks on the ChiNext Market of Shenzhen Stock Exchange. The listing
requirements for the STAR are set forth in the Rules Governing the Listing of Stocks on the
STAR Market of Shanghai Stock Exchange. The listing requirements for the BSE are set
forth in the Measures for the Administration of Registration of Public Offerings of Stocks
to Unspecific Qualified Investors on Beijing Stock Exchangeand the Rules Governing
the Listing of Stocks on the Beijing Stock Exchange. All listings must comply with the
requirements set forth by the Company Law, the Securities Law and other specific rules
and requirements of the applicable exchange.

Regarding the CSRC's application and exchanges' application of these rules, there have
been the following general trends.

Continuous accelerating the review time
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Contributed to the reform of the registration system, the time for Main Board review has
been greatly shortened, taking less than three months on average from the acceptance
of registration applications to the approval of Listing Committee, and the review time of
the STAR and BSE have also been reduced to about six months. While the review time
for ChiNext is longer than the aforementioned boards. Due to the large number of issuers
waiting for applying to list in ChiNext, it takes nearly 12 months from the acceptance of
registration applications to the approval of listing committee.

Increasing pass rate for the Listing Committee Review

The pass rate of application in 2023 continued the trend of high pass rate in 2022, and
the pass rate of the main board in 2023 was about 96.6 per cent, while the pass rate
of the ChiNext, STAR and BSE are about 92.6 per cent, 88.2 per cent and 92.8 per cent,
respectively.m However, it should be noted that companies that voluntarily withdraw their
listing applications are not counted here. Under the policy of strictly controlling the quality
of listed enterprises, some enterprises took the initiative to cancel the listing application
in the declaration process.

Frequency of review has changed since later half of 2023

In addition, the review situation between January to August differs from September to
December in 2023. On 27 August 2023, the CSRC issued on its official website the 'China
Securities Regulatory Commission Coordinates the Balance of Primary and Secondary
Markets and Optimise IPO and Refinancing Regulatory Arrangements' (the 827 Policy),
proposing 'slow down the pace of IPO and refinancing'. After the 827 Policy, the number of
IPO listing applications accepted and the number of enterprises approved for registration
have dropped significantly, especially for the issuers apply for listings on SSE and SZSE.
According to the CSRC, for the whole of 2023, the SSE and SZSE issued IPO approvals for
registration to 245 issuers. Of these, 213 issuers were approved to register from January to
August 2023; however, 32 issuers were approved to register from September to December
2023.P This situation posts a major challenge for issuers applying for IPO, and also means
that issuers and their intermediary organ need to strictly control and disclose various
indicators of enterprises to meet the stricter requirements.

IPO regulation tends to be comprehensive and in-depth

The regulation under the registration-based system is characterised by both
comprehensiveness and depth. Comprehensiveness refers to the diversity of regulatory
methods. The CSRC and the stock exchange utilise a variety of methods such as IPO
counselling, questioning, multi-factor checking, on-site inspection, and verification of
complaints and reports to urge issuers and intermediaries to effectively improve the quality
of information disclosure.

The depth of supervision is reflected in the thoroughness of the review and the severity
of punishment. the review of the issuer will not be terminated with the withdrawal of
the issuer's application for IPO, and for fraudulent offering and financial fraud and other
serious violations of the law, China's securities regulators are gradually establishing
a multi-dimension disciplinary constraints system with administrative penalties, civil
damages, and criminal prosecution. At the same time, the 'gatekeeper' responsibility
of intermediaries in the IPO is also emphasised, since the registration-based system
reform, The CSRC has taken supervisory measures against 69 securities companies and
381 responsible persons engaged in investment banking business, in particular, it has
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suspended the sponsorship business of 5 securities companies with serious problems,
and recognised 55 practitioners as unsuitable candidates.”! Therefore, the awareness
of compliance of the industry institutions has been significantly strengthened, and the
legitimate rights and interests of investors have been effectively safeguarded.

The offering process

i General overview of the IPO process

Listing in China involves steps that are common in other jurisdictions (due diligence
and document preparation, including the prospectus), as well as steps that are unique
to China (pre-listing review, conversion from a limited liability company to a company
limited by shares). Below is a brief overview of the IPO process in China. For SSE and
SZSE, the time frames set out in Table 3a reflect common practice after the reform of
Full Registration-based System. The time frames in Table 3b reflect common practice for
applicants proposing to list on the BSE. Specific time frames for individual applicants may
vary from those set out in Table 3a and Table 3b.

Table 3a: The IPO process for SSE and SZSE

Step Particulars Timetable

Due diligence The sponsor, auditors, T-150 days
legal advisers and other
stakeholders conduct due
diligence of the issuer,
set IPO terms (such as
the target amount to

be raised), advise the
issuer on the IPO process
and assist the issuer

in complying with IPO
requirements.

Restructuring The issuer is restructured | T-60 days
into a company limited by
shares (as required under
law); stakeholders prepare
a restructuring plan, audit
and appraise the issuer's
assets, and prepare
sponsor agreements

and the issuer's

articles of association;
the issuer executes

the restructuring plan

and establishes relevant
internal departments in
accordance with listing
rules.

Pre - filing T- 45 days
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The local counterpart of
the CSRC conducts pre -
listing guidance work.

Filing The sponsor files the T
IPO application documents
with the CSRC; once

the CSRC states the
application documents are
complete, the CSRC
decides whether to accept
the filing within five
business days.

SSE/SZSE procedures T+220
+ acceptance of the days

application from the
SSE or SZSE;

+ pre - disclosure;

« first round of
inquiries;

+ communicate with
the examination
department (if
necessary, any time
after the first round
of inquiries and
after the listing
committee giving
opinion);

« feedback;

+ multiple rounds of
further inquiries;

* reply to the SSE's or
SZSE's inquiries;

+ consult with
technology
innovation advisory
committee or
industrial advisory
expert pool by the
examination
department (if
necessary);

+ issuance of the
audit report by
the examination
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department of the
SSE or SZSE;

+ pre - disclosure;

+ attendance of the
listing committee
meeting;

+ hearing;

* release of the
listing committee's
opinion; and

+ SSE or SZSE issues
opinion.

CSRC procedures

* report to the CSRC
and obtain its
official registration;

+ pre - disclosure
updates; and

« disclosure of the
prospectus.

T+3%%
days

*

T refers to the date when the CSRC accepts the IPO application. Days are calendar

days.

Table 3b: The IPO process for BSE

Step

Particulars

Timetable

Due diligence for listing on
the NEEQ

The sponsor, auditors,
legal advisers and other
stakeholders conduct due
diligence of the issuer,
advise the issuer on the
process for listing on

the NEEQ and assist the
issuer in complying with
requirements for listing on
the NEEQ.

T-550
days

Restructuring

The issuer is restructured
into a company limited by
shares (as required under
law); stakeholders prepare
a restructuring plan, audit
and appraise the issuer's
assets, and prepare
sponsor agreements and
the issuer's articles

of association; and

T-505
days
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the issuer executes

the restructuring plan
and establishes relevant
internal departments in
accordance with listing
rules.

Filing for listing on the
NEEQ

The sponsor files the
application documents
with the NEEQ; once

the NEEQ states the
application documents are
complete, it has two
business days to decide
whether to accept the
filing.

T-460
days

NEEQ Procedures

+ acceptance of the
application from the
NEEQ;

« first round of
inquiries;e
 feedback;

+ multiple rounds of
further inquiries;

* reply to the NEEQ's
inquiries; and

« NEEQ issues a letter
of approval for
listing.

T-400
days

Listing on the NEEQ, and
quoting at the innovation
layer

The issuer lists on the
NEEQ and enters into the
innovation layer at the
same time or after then.

T-365
days

Due diligence for listing on
the BSE

The sponsor, auditors,
legal advisers and other
stakeholders conduct due
diligence of the issuer,
set IPO terms (such as
the target amount to

be raised), advise the
issuer on the IPO process
and assist the issuer

in complying with IPO
requirements.

T-300
days

Pre - filing review

Communicate potential
issues with the BSE
electronically or in person.

T-15days
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*
Filing for listing on the BSE | The sponsor files the T
IPO application documents
with the SSE or SZSE; once
the SSE or SZSE states
the application documents
are complete, it has five
business days to decide
whether to accept the
filing.

BSE procedures T+150
+ acceptance of the days

application from the
BSE;

+ pre - disclosure;

« first round of
inquiries;

« communicate with
the examination
department (if
necessary, any time
after the first round
of inquiries);

+ feedback;

« multiple rounds of
further inquiries;

* reply to the BSE's
inquiries;

+ issuance of the
audit report by
the examination
department of the
BSE;

+ pre - disclosure;

+ attendance of the
listing committee
meeting;

+ hearing;

* release of the
listing committee's
opinion; and

+ BSE issues opinion.

CSRC procedures T+220
days
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report to the CSRC
and obtain its
official approval;

+ pre - disclosure
updates; and

« disclosure of the
prospectus.

*
T refers to the date when the BSE accepts the IPO application. Days are calendar days.

ii Pitfalls and considerations

Under the registration-based system, the following issues arose most frequently for the
unsuccessful applicants:

—

disclosure issues;

compliance issues;

mismatch of industry with the target board;
excessive concentration of customers;

use of proceeds-related issues;

corporate governance issues;

authenticity of finance and accounting;

unreasonable transfer of benefit or profit; and

0 ® N o M W N

defective reports issued by advisers.

This is not an exhaustive list of reasons, and one factor may not necessarily be decisive in
an application's denial. However, they serve as a useful guide for prospective issuers.

iii Considerations for foreign issuers

As stated above, prior to the launch of ChiNext with a registration-based system and the
STAR, an issuer must be a company limited by shares incorporated in China. Accordingly,
non-Chinese corporate bodies may not list on Chinese stock exchanges. However, these
restrictions do not prevent joint ventures with foreign ownership that do not operate in a
restricted or prohibited industry from listing in China. Established offshore incorporated
eligible red-chip companies may list on the Main Board, ChiNext and the STAR.

Post-IPO requirements

Listed companies in China are subject to continuous disclosure requirements, including
regular and ad hoc reporting. Generally, regular reporting includes the annual report,
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biannual report and quarterly reports. Ad hoc reporting is required when listed companies
encounter significant events or shareholding changes (e.g., over 5 per cent shareholding,
change in shareholding of directors or senior management). Tender offer rules also apply
for shareholders who acquire more than 30 per cent of the issuer's shareholding after
listing.

Outlook and conclusions

2024 will be a year of both opportunities and challenges for China capital market. The
reform of the Registration-based System is still in process, which will make it more
convenient for issuers to move forward with the listing process, but the requirements
for issuers’ indicators will also be more stringent. For example, it calls higher financial
indicators for IPO in Main Board and the ChiNet than before. At the same time, the CSRC
has also strengthened its review of IPO issuers. Once the issuer applies for listing, it is
responsible for the disclosure of relevant information and the compliance of the company,
and the review (including on-site inspections) will not be stopped just because the issuer
withdraws its application. In respect of on-site inspection, which is an important tool for
IPO review, Provisions on the On-site Inspections of IPO Enterprises issued in March 2024
added the review method of conducting on-site inspection without prior notice, which
strengthens the effectiveness and authenticity of the review of issuers and effectively
curbs the financial fraud. For the time being, however, issuers and their intermediary organ
looking for listing in China capital market will need to take a hard look at their own business
conditions and strengthen their disclosure capabilities in order to be able to adequately
respond to future economic and policy developments. We believe that the current situation
is a time of rebirth for China's capital market, and the improvement in the quality of listed
companies will hopefully greatly boost market confidence and lay a solid foundation for
the next round of prosperity.

Endnotes

1 Based on public data of the SSE. SZSE and BSE. ~ Back to section
2 Based on public data of the CSRC. ~ Back to section
3 Ibid. ~ Back to section

4 After the promulgation of 827 policy, the pace of IPO review hasis slowed down, which
may take longer time than expected. ~ Back to section

5 Ibid. ~ Backto section
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