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Introduction

To make the finance and asset management industry keep abreast of the latest industry
developments, Haiwen prepares the “Haiwen Finance and Asset Management Monthly”. This
monthly reading aims to introduce and provide brief comments on regulatory development and

industry news.

In August 2024, there were significant regulatory updates, the National Financial Regulatory
Administration (“NFRA”) issued the “Measures for Compliance Management of Financial
Institutions (Draft for Comments)”, the “Interim Measures for the Supervision and
Administration of Microfinance Companies (Draft for Comments)”, and the “Notice on Issuing
the Encouraged List, Negative List, and Positive List for Project Company Business of Financial
Leasing Companies”; the “Provisions on the Administration of Domestic Securities and Futures
Investment Funds of Foreign Institutional Investors” took effect; Additionally, General Office of
Hainan Provincial Government released a revised version of the “Administrative Measures for

Investment Funds in the Hainan Free Trade Port” .

Regarding industry developments, the industry received substantial feedback on the
implementation of the “Guidelines for the Operation of Private Securities Investment
Funds”; the China Securities Regulatory Commission (“CSRC”) released an overview of
administrative law enforcement for the first half of 2024; the Asset Management Association of
China (“AMAC”) published “Dynamic Report on the Registration and Filing of Private Funds”
for the first issue 0f2024.

I Latest Rules and

Regulations

1. NFRA Sought Public Comments on the “Measures for the Compliance Management

of Financial Institutions (Draft for Comments)”

On August 16, 2024, the NFRA released the “Measures for the Compliance Management of Financial
Institutions (Draft for Comments)” (“Measures”). The Measures primarily applies to banks, insurance

companies, and financial companies regulated by the NFRA and its regional offices. These include but
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not limit to commercial banks, policy banks, financial holding companies, insurance groups, insurance
companies (including reinsurers), consumer finance companies, auto finance companies, and financial

asset investment companies.

Compared to the existing “Guidelines on Compliance Risk Management in
Commercial Banks”, the Measures expands the scope of compliance
regulation to include employees, explicitly stating that compliance
management applies to both the operational activities of financial
institutions and the conduct of their employees. The Measures also
establishes the role of the Chief Compliance Officer (CCO), who must be a
senior executive with the requisite qualifications and approval. The CCO’s
duties are outlined, including the authority to veto any serious illegal
activities or major compliance risks, review significant matters for

compliance, report violations or risks, and conduct compliance inspections.

Compared to the existing “Measures for the Compliance Management of
Insurance Companies”, the Measures strengthens the “three lines of

defense” model:

(1) The “first line of defense” is enhanced by removing the requirement
for periodic self-assessments and emphasizing strict enforcement of
compliance by all departments and subordinate institutions, encouraging

proactive daily compliance management;

(2) The “second line of defense” emphasizes the role of the compliance
management department in overseeing compliance efforts across all

departments and institutions;

(3) The “third line of defense” formed by internal audit departments, is
reinforced by wupgrading the requirement for “clear cooperation and
information exchange mechanisms” to “effective information exchange

mechanisms”.

Haiwen Comments
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The Measures will promote financial institutions to establish a scientific
and systematic compliance management system, enhancing the
professionalism and effectiveness of compliance management. Through
regular compliance risk assessments, financial institutions can timely
identify potential risks, formulate corresponding strategies, and reduce the

impact of compliance risks on their operations.

2. NFRA issued the “Notice on Issuing the Encouraged List, Negative List, and

Positive List for Project Company Business of Financial Leasing Companies”

On August 16, 2024, NFRA issued the “Encouraged List for the Business Development of Financial
Leasing Companies” (“Encouraged List”), the “Negative List for the Business Development of Financial
Leasing Companies” (“Negative List”), and the “Positive List for Project Company Business of
Financial Leasing Companies” (“Positive List”). The Encouraged List highlights sectors where financial
leasing companies are encouraged to actively engage, including key equipment and major technological
assets in 27 industries such as agriculture, forestry, animal husbandry, fisheries, renewable energy,
pharmaceuticals, shipbuilding, and marine engineering. The Negative List reaffirms prohibitive business
areas as specified in the previously issued “Notice by the State Administration for Financial Regulation
of Promoting Standardized Operation and Compliant Management of Financial Leasing Companies”,
such as structures, artwork, antiques, and low-value consumables, aimed at avoiding misallocation and
misuse of financial resources, while establishing clear distinctions between old and new businesses for
ensuring existing operations. The Positive List, based on Article 3 of the “Measures for the
Administration of Project Companies of Financial Leasing Companies”, includes additional categories

such as integrated circuits and computing center equipment.

Haiwen Comments

The three lists adopt a combination of encouragement and restriction,
promoting financial leasing companies to adjust their business structures,
leaning towards emerging fields such as green technology and innovation,
while facilitating the modernization and intelligence transformation of

traditional industries.

3. NFRA released Public Comments on the “Interim Measures for the Supervision and
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Administration of Microfinance Companies (Draft for Comments)”

On August 23, 2024, the NFRA released the “Interim Measures for the Supervision and Administration
of Microfinance Companies (Draft for Comments)” (“Interim Measures”) based on the “Interiir
Measures for the Administration of Online Microfinance Business (Draft for Comments)” and the
“Notice by the General Office of the China Banking and Insurance Regulatory Commission of

Strengthening the Supervision and Administration of Microfinance Companies” (“Document No. 86”).

Compared to Document No. 86, the Interim Measures include the following

main revisions:

(1) Explicit inclusion of online microfinance companies under the

regulatory scope;

(2) Specific provisions on the business model, operational regions, loan
concentration, IT system requirements for internet operations, risk control
frameworks, information disclosure, and transition periods for online

microfinance companies;

(3) Allowance for microfinance companies to engage in commercial bill

discounting and the relevant qualification requirements;

(4) Enhanced supervision of loan concentration, financing leverage,
and loan wusages. In addition to maintaining the requirements from
Document No. 86 that a microfinance company’s total outstanding loans to
a single borrower must not exceed 10% of its net assets, and loans to a
single borrower and its related parties must not exceed 15% of its net
assets, the Interim Measures further differentiate between consumer loans

and business loans, imposing specific limits;

(5) Introduction of restrictions on financing uses, prohibiting the use
of loans for “equity investments” or “repaying loans or other forms of

financing”.

Haiwen Comments

"
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In response to reporters’ questions, NFRA indicated that the draft Interim
Measures is expected to be officially implemented soon to address the
urgent regulatory needs arising in practice. Microfinance companies are
advised to proactively plan and implement rectification measures to reduce

the risk of non-compliant operations.

4. Implementation of the “Provisions on the Administration of Domestic Securities

and Futures Investment Funds of Foreign Institutional Investors” on August 26, 2024

The “Provisions on the Administration of Domestic Securities and Futures Investment Funds of
Foreign Institutional Investors™ (“Provisions™), which came into effect on August 26, 2024, introduced

several key revisions compared to the 2020 rules:

(1) The new Provisions consolidates the RMB special deposit accounts
for securities transactions and derivatives transactions, reducing the
number of accounts that qualified foreign institutional investors (“QFII”)
need to open with the same domestic custodian for different types of
investments, thereby lowering their cost burden. The funds in the QFII’s
special deposit accounts and the funds in the special accounts for the
bond market can be directly transferred to each other within China based
on domestic investment needs, as required by investment needs, with
subsequent transactions and the use of funds adhering to the management

requirements of the respective channels after the transfer;

(2) The new Provisions optimizes the management of cross-border
capital flows for QFIIs and improve the principles governing the
management of currency inflows and outflows. It permits the repatriation of
funds in RMB, further facilitating currency exchange for foreign investors.
However, it is important to note that if the investment principal and returns
are remitted in RMB, they must also be only repatriated in RMB; the
principles governing the management of currency inflows and outflows

permit the repatriation of funds in RMB.

(3) Under the new Provisions, QFIIs may also engage in spot foreign

12
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exchange and foreign exchange derivative transactions in the interbank
foreign exchange market through other domestic financial institutions or by
becoming a member of the China Foreign Exchange Trading System. This
represents a departure from the old rules, which limited such activities to

domestic custodian banks.

Haiwen Comments

The Provisions helps establish clear and unified rules for the management
of funds in the open channels for domestic securities investment,
enhancing the convenience for QFIIs in accessing the Chinese capital
market. This is expected to attract more foreign institutions to engage
deeply in the domestic securities market, further invigorating the domestic

foreign exchange market.

5. The General Office of Hainan Provincial Government Released the Revised
“Administrative Measures for Investment Funds in the Hainan Free Trade Port”

(““Administrative Measures”)

On August 28, 2024, the General Office of Hainan Provincial Government released the revised
“Administrative Measures for Investment Funds in the Hainan Free Trade Port” (“Administrative

Measures”).

The following three points are noteworthy:

(1) The Administrative Measures stipulates that the free Trade Port
Fund will primarily operate using an parent-subsidiary fund (“FOF”)
investment model. However, with approval from the joint fund investment
committee, the Free Trade Port Fund may directly invest in projects or
participate in the establishment of project-based special purpose

underlying funds;

(2) The Administrative Measures clarifies the equity contribution
ratios, reinvestment requirements, profit distribution, and profit-sharing

measures for the underlying funds. The benefits offered to social capital by
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the Free Trade Port Fund are linked to the amount invested by subsidiary
funds in provincial projects, allowing for profit-sharing of 20%, 40%, or
60% of excess returns based on achieving investment multiples of 2, 2.5, or

3 times the fund's contributions;

(3) The Administrative Measures establishes performance evaluation
metrics, methods, and applications of evaluation results, which are tied to
the payment of management fees. Based on the results of the performance
evaluation (excellent, good, qualified, or poor), the fund will pay annual
management fees at 100%, 80%, 60%, or 40% of the actual invested amount,

respectively.
Haiwen Comments

The Measures clearly stipulates the functional positioning, management
structure, investment operations, and supervision mechanisms of the Free
Trade Port Fund, fostering its continuous and healthy operation.
Additionally, by establishing incentive mechanisms and performance
evaluations, the Administrative Measures aims to achieve efficient

allocation and utilization of funds.

I Industry

News

1. Industry Received Important Feedback on the Implementation of the Guidelines for

the Operation of Private Securities Investment Funds

Significant Feedback on the Guidelines for the Operation of Private Securities Investment Funds since
the implementation of the “Guidelines for the Operation of Private Securities Investment Funds” (the
“Operation Guidelines”) on August 1, 2024, have received numerous feedback comments from AMAC
during the registration of new products. To assist managers in smoothly completing the registration

process, we have summarized key feedback points:

(1) When designing products, if a fixed open day scheduled weekly

falls on a non-trading day, the opening day may not be deferred to the next

14
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week. Fund managers can either choose not to defer or defer to the next
trading day. If there is no subsequent trading day that week, the fund will

remain closed to avoid opening twice in one week;

(2) Although the Operation Guidelines do not specify this, investment
targets such as OTC derivatives, private equity funds, asset management
products, and New Third Board shares are considered illiquid assets under
the Operation Guidelines. If a fund invests more than 20% of its net assets
in these instruments, it may open for subscriptions and redemptions no
more than once per quarter, with each opening lasting no more than five

days;

(3) The fund contract should clearly specify a lock-up period for fund
units of no less than three months. Otherwise, a short-term redemption fee
arrangement must be in place, with the applicable redemption fees covering
at least three months. The redemption fees should belong to the fund, and
for fund managers or employees investing in the fund, the lock-up period

must be at least six months.

For a detailed analysis of the “Operation Guidelines”, please refer Key

Takeaways of the New Guidelines for Private Securities Funds.

2. CSRC Released an Overview of Its Administrative Law Enforcement Activities for

the First Half of 2024

On August 16, 2024, the CSRC released an overview of its administrative law enforcement activities for
the first half of 2024. During this period, the CSRC continued to strengthen its oversight of the

securities market to ensure fairness and transparency.

First, the CSRC actively promoted the comprehensive implementation of
regulations, adhering to requirements outlined in the “Opinions of the
China Securities Regulatory Commission and Other Departments on Further
Improving the Comprehensive Punishment and Prevention of Financial

Fraud in the Capital Market” and “Several Opinions of the State Council on

15
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Strengthening Regulation, Preventing Risks and Promoting the High-Quality

Development of the Capital Market”.

Second, the CSRC intensified efforts to combat illegal activities,
particularly in the areas of information disclosure, market manipulation,
and insider trading. By strict investigation of series of cases, CSRC
reinforced warnings to market participants and protected investors’

legitimate rights.

Moreover, the CSRC enhanced collaboration with the Supreme People’s
Court of P.R.C., the Supreme People’s Procuratorate of P.R.C., Ministry of
Finance of P.R.C., People’s Bank of China, and Ministry of Public Security,
improving the efficiency and effectiveness of case investigations through

information sharing and joint law enforcement.

3. AMAC Published the First Issue of “Dynamic Report on the Registration and

Filing of Private Funds” for 2024

On August 23, 2024, the AMACreleased the first issue of the “Dynamic Report on the Registration and
Filing of Private Funds” for 2024, which analyzes common, typical, hot, and difficult issues encountered
by private fund managers since the implementation of the “Measures for the Registration and Record-

filing of Private Investment Funds” and its supporting guidelines.

Typical issues include:

(1) Submission of registration materials, such as falsified executive

resumes and investment performance records;

(2) Financial and operational issues concerning controlling
shareholders, general partners, and actual controllers, such as insufficient
daily operational income to cover debt costs, high debt-to-equity ratios,
and significant abnormal fund transfers between shareholders and related

parties;

(3) Inadequate professionalism of controlling shareholders, actual

controllers, and executives. In cases where controlling shareholders and
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actual controllers are not the same entity, both must meet the required
professional requirements. When reviewing the relevant institutions of past
work experience, in addition to considering the type, business nature, and
tenure at previous employers, it is also important to focus on whether the

institutions were operating normally, in compliance, and in a stable manner.

The source of industry news in this article:

e https://www.nfra.gov.cn/cn/view/pages/ItemDetail.html?

docld=1174976&itemld=915&generaltype=0

e https://www.cbirc.gov.cn/cn/view/pages/ItemDetail.html?

docld=1176142&itemld=915&generaltype=0
e https://www.gov.cn/zhengce/zhengeeku/202408/content 6970378 . htm
e http://www.pbc.gov.cn/zhengwugongkai/4081330/4406346/4700569/5421342/ind«

e https://www.hainan.gov.cn/hainan/zmghnwj/202408/0bb36d6e44694bdf87e43020«
ddtab=true

e http://www.csrc.gov.cn/csrc/c100200/c7506330/content.shtml
e https://www.amac.org.cn/fwdt/wyb/jgdjhcpbeian/smjjglrdjhcpba/dbdt/202408/t2(

@ https:/mp.weixin.qq.conVs/buAhlfiXdw laYteSzZRvWeg
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