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Cybersecurity and data protection are hot topics in many countries around the world.
China is no exception. In addition to increasing the protection of personal data, China
has also legislated a direct connection between cybersecurity and its national security.
These developments come in the form of China’s Cybersecurity Law, which came into
effect on 1 June 2017.

The Cybersecurity Law provisions, especially those defining critical information
infrastructure and regulating data localization and cross-border transfers, have caused
significant concern for multinationals in China. Implementing regulations have attempted
to clarify certain provisions under the Cybersecurity Law; however, concerns remain.

The Shanghai Corporate Team of Global Law Office has been advising international
clients on cybersecurity developments in China from well before the official
promulgation of the Cybersecurity Law. Our attorneys have a deep understanding of the
regulatory regime and our clients’ compliance concerns and needs.

The following questions and answers, which are not exhaustive, are intended to help
develop your understanding of the Cybersecurity Law. Our answers are based on our
interpretation of the law and our experience.

We trust you find these questions and answers informative and useful. We would be
pleased to assist you with the specific circumstances of your company.
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THIS DOCUMENT DOES NOT CONSTITUTE LEGAL ADVICE. This
document is written for informational and educational purposes only and is not intended to constitute legal
adpice or opinion.  Every client’s case is different, and a general synopsis of an area of law can be
neither complete in its scope, nor specifically tailored to the unique facts of an individunal’s case.  If you
need legal advice, you should contact an attorney regarding your specific factual and legal circumstances.
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L. Introduction &4y

1.

What is the Cybersecurity Law and what does it aim to regulate? f+42

MEzE%, ERNEERRMHA?

China’s  Cybersecurity Law consolidates and expands pre-existing
cybersecurity and data protection laws and regulations. The law has four key
objectives:

a. ensure China’s cybersecurity;

b. guard China’s cyberspace sovereignty, national security, and public
interests;

c. protect the legitimate rights and interests of individuals and organizations;
and

d. promote the healthy development of information technology (“IT”) in
China.

The Cybersecurity Law, promulgated by the Standing Committee of the
National People’s Congress, came into effect on 1 June 2017. As is typical in
China, the Cybersecurity Law sets out a broad set of principles, which are
intended to be clarified through a series of implementing regulations and
guidelines to be issued by the relevant authorities.

What implementing regulations are cutrently in force? HITEHMEEZE
MAmpL?

a. Measures on Security Review of Network Products and Services
(“Product Review Measures”), which came into effect on 1 June 2017.
These measures are aimed at controlling the security of products and
services used or provided via the Internet (see question 25 below).

b. The Catalogue of Critical Network Equipment and Special Network
Security Products (First Batch), which came into effect on 1 June 2017.
This catalogue sets out the list of critical network equipment and special
network security products that are subject to certification (see question
25 below).

See question 38 for draft regulations that have been issued to the public for
comments.

Does the Cybersecurity Law target foreign-invested companies in

China? WMBZREZEEBHIELNIERAR?

The Cyberspace Administration of China (“CAC”), which is in charge of
implementing the Cybersecurity Law, has stated that:

a. the Cybersecurity Law is not aimed at limiting the free flow of data;
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b. the data transfer security reviews under the Cybersecurity Law (see
section III below) will not be used to target any particular country or
region; and

c. foreign technology or products will not be discriminated against, nor will
their access to the Chinese market be limited, by the Cybersecurity Law.

Nevertheless, foreign-invested companies in China are more likely to be
impacted by the data security reviews (see section III below) given that
foreign-invested firms that collect data within China typically transfer the data
to their offshore servers for storage and processing. Moreover, as the product
certification procedures (see question 25 below) are not completely
transparent, we cannot preclude the possibility that preference may be given
to domestic products and equipment.

Notwithstanding, the CAC is of the view that the Cybersecurity Law will
boost consumer confidence in products and services, and allow companies to
expand their markets.

What is the CAC? HHA2M{EH?

The CAC was set up by the State Council in 2014 to act as the central body in
charge of censorship and oversight and control of the use of the Internet in
China. The CAC reports to the Central Leading Group for Internet Security
and Informatization, which is headed by the General Secretary of the
Communist Party, Xi Jinping.

The first statutory reference to the CAC can be found in the Anti-Terrorism
Law. In a press release on 31 May 2017, Xi Jinping mentioned that national
security could not be achieved without cybersecurity. We believe it was this
concern which gave birth to the CAC.

The local CAC branches supervise, administer, and implement the
Cybersecurity Law within the locality of their respective jurisdictions (i.e., as
zones, cities, and provinces). The central CAC oversees cases that have or
could have a nationwide impact.

We understand that local CAC branches have been set up. However, in some
localities these are not independent bodies, but merely a department under
the municipal government — for example, the local CAC branch in Shanghai
is a department under the Shanghai Municipal government.

To whom and what does the Cybersecurity Law apply? REZR£ZEHE
BExXgMERLE?

It regulates the construction, operation, maintenance, and use of a “network”
in China, and applies to:

a. Network operators (see question 7 below);
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b. Network operators of critical information infrastructure (“CII”) (see
question 0 below); and

c. Providers of critical network equipment and specialized cybersecurity

products (WX 28 ICBHE 15 25 HIT X 2% 22 4 T B 72 i) (see section TV below).
What is a network? fF24RMLE?

“Network” is defined broadly as a “system comprised of computers or other
information terminals and related equipment that follow certain rules and
procedures for information gathering, storage, transmission, exchange, and
processing.”

Am I a network operator? fAIAMEEEE?

“Network Operator” is defined as (a) network owners, (b) network managers,
and (c) network service providers.

Based on the legislative history of the Cybersecurity Law, it appears that the
scope of “network service provider” was purposely drafted to be broad and
vague. Accordingly, it may be argued that any enterprise that uses a network
to collect, store, transfer, exchange, or process information through networks
to provide products and services to end users may constitute a “network
service provider”. This position is supported by similar terms used in other
laws. If so, every business that uses a network in any sector or industry will be
subject to the Cybersecurity Law.

What are my main obligations? MG ZEEETEHML Y F?

Network operators are subject to both general obligations and specific
obligations for handling personal information.

a. Key General Obligations
Chapter 3 of the Cybersecurity Law requires network operators to:

@) Implement mandatory national and industry standards to achieve
network  security. The National Information  Security
Standardization Technical Committee (a standards committee
under the CAC, also known as TC260) has issued standards and
draft requirements for a tiered protection system, as well as
detailed guidelines for personal information protection, such as:

o the Information security technology — Classification guide
for tiered protection of information system security, and

° Information security technology - Guideline for personal
information protection within information system for public
and commercial services.
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Among other things, these standards require the use of
technology that is “secure and controllable”. This and related
terms remain problematic and could be used to disadvantage
international firms vis-a-vis local competitors in China.

Implement tiered security systems, which includes (1) formulating
internal security management systems and operating rules, (2)
adopting technical measures to prevent cyber-attacks and
compromises to the network, (3) monitoring and recording of
network operational statuses and network security incidents, and
maintaining network logs, and keeping the records for at least six
months, and (4) backing-up “important data” (see question 16
below) and adopting encryption measures, mandatory standards
and technical measures.

Provide security maintenance for their products and services.

Require users to provide their personal information, and if the
information provided is false, to cease providing them with
services. This obligation applies only to network operators
providing services relating to network access, domain registration,
phone network access, information publication, or instant
messaging.

Formulate emergency response plans for network security
incidents, and report the same to the authorities.

Monitor networks to ensure false information is not disseminated
and no unlawful activities (e.g., using information to commit
fraud) are being conducted.

Provide technical support and assistance to China’s public security
agencies and state security agencies for those agencies to maintain
national security and investigate crimes in accordance with the law.
Potentially, this means that a network operator would need to give
full access to data to these Chinese governmental agencies if
demands were made to assist with a criminal investigations; not
only is there a risk of compromising of data, the network operator
might not be compensated for the time and resources spent
assisting with an investigation (see questions 30 and 0 below).

Key Additional Obligations

If a Network Operator also handles personal information, it will have
additional obligations to:

@

collect and use personal information in a legitimate, appropriate,
and necessary manner;
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(i) before collecting and using the data, fully explain to and obtain
the consent of the information provider regarding the purpose,
method, and scope of the collection and use of the data;

(i)  ensure that it keeps the data strictly confidential and not disclose,
sell or unlawfully provide the information to a third party; neither
should the data be tampered with or destroyed; and

(iv) secure the safety of the information and protect it from being
leaked, destroyed, or lost.

The draft Measures for Security Assessment of Cross-Border Transfer of
Personal Information and Important Data (“Draft Data Transfer
Measures”) also requires network operators to perform security
assessments when transferring abroad any personal information or
“important data” collected within China (see section III below). It is
interesting to note that the main statute, the Cybersecurity Law, only
imposes this cross-border transfer restriction on operators of CII. This
discrepancy has resulted in a legal loophole — there are no statutory
penalties on network operators who fail to perform this obligation. We
expect this issue to be addressed in the next round of revisions of the
Draft Data Transfer Measures or other implementing regulations.

II. Personal Information PAEER

10.

What is Personal Information? H+4EPMAER?

Article 76(5) of the Cybersecurity Law defines “personal information” as
“information that is recorded in electronic or any other form and used alone
or in combination with other information to recognize the identity of a
natural person, including but not limited to the name, date of birth, ID
number, personal biological identification information, address, and
telephone number of the natural person.”

In the Draft Data Transfer Measures, the definition varies slightly in that
“personal information” also includes information that reflects the activities of
a particular natural person, including contact information, account passwords,
property status, locations, and behavioral information. If issued in its current
form, the effect of the Draft Data Transfer Measures would be to include as
personal information such things as online shopping histories, travel plans,
and credit card usage.

What restrictions does the Cybersecurity Law place on the collection,
use, and transmission of personal information? RKREZEMIAERH

WsR . R FEEARABRE?

a. Collection -- Chinese companies, including foreign-invested companies,
may collect personal information as long as they comply with their
obligations as set out in our answer to question 8 above. Additionally, if
the business is considered a CII, and the personal information is collected
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in China, then the company must store such information in China (see
section III below).

b. Use -- Chinese companies must use personal information in line with the
statutory obligations set out in our answer to question 8 above.

c. Transmission -- If a Chinese company runs a business that is considered
CII (see question 0 below) and collects personal information in China, it
must store such information in China. Furthermore, all network operators
must conduct a security assessment before transmitting the information
abroad (see section III below).

Are there disclosures of personal information for which individual
consent cannot be given? REBERZN ABEHENAGEENIER?

Yes, individual consent cannot be given for disclosures or types of usage that
are not legitimate or appropriate. For example, individual consent does not
allow the use of that person’s information to be used to compromise China’s
national security.

Are network operators expected to notify the CAC of a security incident?

MELEMEREENH, NESEERSTERIMED?

Yes. The Cybersecurity Law also requires network operators to have an
emergency response plan and to report all network security incidents,
including any security flaws and vulnerabilities in products and services (see
question 8.0.0 above).

Can individuals claim compensation for unlawful disclosure of

personal information? MARBAJURIEER BN AMESMERMEE?

Yes, an individual may bring a tortious claim against a network operator for
unlawfully disclosing personal information and infringing his or her right to
privacy. The individual whose right to privacy is infringed is entitled to claim
from the tortfeasor losses arising from the breach as well as damages for
emotional harm. These rights of claim are set out in Article 12 of the
Provisions of the Supreme People’s Court on Application of Laws to Cases
Involving Civil Disputes over Infringement upon Personal Rights and
Interests by Using Information Networks.

III. Cross-border Data Transfer ¥iEEEEM

14.

Am I a CII? {3} CII?

You will likely be a CII if you operate network facilities and information
systems, which, if subject to any damage, dysfunction or data leakage, might
severely jeopardize national security, people's livelihood or the public
interest. This is set out in Article 18 of the Regulations for the Security
Protection of CII (Draft for Comment) circulated by the CAC on 10 July
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2017 (“Draft CII Regulations”), which provides that the following entities
are CII:

a. government agencies and entities in the energy, finance, transportation,
water conservation, healthcare, education, social insurance, environmental
protection and public utilities sectors;

b. entities which own and/or operate information networks, such as
telecommunication networks, broadcast television networks and the
internet, and entities providing cloud computing, big data and other
large-scale public information network services;

c. research and manufacturing entities in sectors such as science and
technology for national defense, chemical industry, and food and drug
sectors, and entities manufacturing large equipment in any sector; and

d. media units such as broadcasting stations, television stations, and news
agencies.

The specific scope and security measures for CII are yet to be developed by
the State Council. However, we understand that 400-500 enterprises, mostly
state-owned enterprises, have already been designated, and notified, by the
CAC as CllIs. This list of CII is not publicly available.

According to our recent consultation with CAC officials, the CAC has begun
to focus on compliance of information network entities, such as
telecommunication networks, entities providing cloud computing, big data,
and other large-scale public information network services. Specifically, the
CAC has focused on ensuring the compliance of Baidu, Alibaba, and Tencent,
which are China’s largest internet companies.

What are the main legal obligations of a CII? CII ZEHMHLE W %?

Apart from the obligations of network operators (see question 8 above), CII
operators must also satisfy the following obligations:

a. Ensure that their formation will be able to support a stable business and
sustain operations and that technical security measures are planned,
established, and implemented.

b. Security protection obligations:

) set up a dedicated security management body, designate a person
in charge, and review the security backgrounds of the person in

charge and others in key positions;

(i1) periodically conduct cybersecurity training, technical training, and
skill assessment for employees;

(iif) conduct disaster recovery backup of important systems and
databases;
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(iv)  work out an emergency plan for cybersecurity incidents and carry
out drills regularly; and

) perform other obligations provided for in relevant laws and
administrative regulations.

c.  Obligations when purchasing network products and services

@) ensure that any purchase of network products and services by CII
operators that might impact national security is subject to the
national security review conducted by the CAC together with
competent departments of the State Council; and

(i1) when purchasing network products and services, enter into an
agreement with the product or service provider; this agreement
must specify each parties’ obligations and responsibilities with
respect to confidentiality and network security.

d. CII operators must store in China all personal information and
“important data” collected and generated from their operations in China.

e. Each CII operator must examine and assess its potential cybersecurity
risks at least once a year. It may do this by itself or by engaging a
cybersecurity service provider. Although there are no statutory
requirements, we understand that it is very likely that these service
providers will need to be accredited by the CAC. The examination and
assessment results, as well as improvement measures, must be submitted
to the competent authorities in charge.

f. CII operators must inform the authorities in advance of any remote
maintenance. The general rule is that maintenance for CII must be carried
out in China. However, if remote maintenance is necessary for business
operations, the CAC and the public security bureau should be informed
in advance.

What is “important data”? i h“EEHE"?

The Cybersecurity Law does not provide a definition for “important data”.
However, a vague definition can be found in the Draft Data Transfer
Measures. These draft measures state that “important data” is: “data closely
related to national security, economic development, and social and public
interests; the specific scope of important data shall be determined with
reference to relevant national standards and guidelines on the identification of
important data.” This points us to the draft Guidelines for Data Cross-Border
Transfer Security Assessment (“Draft Guidelines”).

Appendix A of the Draft Guidelines states general criteria for identifying
“important data”: data, including raw and derivative data but excluding state
secrets, whether collected by the government, enterprises or individuals in
China, which (i) relates closely to national security, economic development
and the public interest, and (ii) if disclosed without authorization, lost, abused,
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tampered with, destroyed, aggregated, integrated, or analyzed may cause any
of the listed negative consequences, including, damage to state property or
dereliction of statutory duty.

The Draft Guidelines then set out 28 sections, each covering an industry or
sector, including energy, electronic manufacturing, e-commerce, finance,
geographical information, military, telecommunications, and utilities. Each
section sets out information that may be considered important data for that
sector. For example, in the equipment manufacturing sector, information
relating to investments is considered to be important data. And for the civil
nuclear facilities sector, civil nuclear facilities operation information is
considered to be important data, as is the financial information of natural and
legal persons for the finance sector. The headings or sub-headings also
branch out to include more specific types of information.

What are the types of security assessments? L2iFEE M L#?

The Data Measures create two forms of security assessments —
self-assessment and government assessment — depending on the type, amount,
and importance of the data.

a. Self-Assessment

This can be done by a network operator itself, or by network security
service agencies accredited by the CAC.

b. Government Assessment

A government assessment will need to be conducted in the event that the
data to be transferred contains:

@) within one year, more than 500,000 individuals’ personal
information;
(ii) information on nuclear facilities, biochemistry, national defense,

population health, large-scale projects, marine environment,
sensitive geographic information, important financial data, and
other important data;

(iif) information on the CII’s security deficiencies, specific security
measures, and other network security information; or

(iv)  information that may affect national security, economic
development, and social public interests.

What does the security assessment entail? AR R & FE?
The focus of a security assessment will be:

a. The necessity of the data transfer to overseas, and the legitimacy of the
transfer.
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b. The quantity of personal information, including the number, scope, type,
sensitivity, and whether the personal information provider has consented.

c. Forimportant data, the number, scope, and type of important data.

d. The security protection mechanisms in the place and the country to
which the information is going,.

e. The risk of the transferred information being divulged, damaged,
tampered with and misused.

f. Possible risks to national security, public interests and legitimate personal
interests.

Reference can be made to Draft Guidelines for the detailed technical
requirements of the security assessments.

Are security assessments required for data transfer between the
branches of multinational companies located in China and abroad? &

E2REAMN ZHAZ BN RERRETEREITE?

Yes, if the transfer will involve data collected in China being transferred
abroad.

How often are security assessments required? FAEFBHITRLIEM?

The Draft Data Transfer Measures clarify that security assessments should be
conducted annually, unless:

a. there is a change in destination, scope, and type of data;
b. there is a change in the person receiving the data; or
C. amajor security event occurs.

If any of these changes occur, then an additional security assessment may
need to be carried out.

Other than the important data, can other data be freely transferred

cross-border? BT EERIEZI, HtbBUERES 5HbHITEEER?

Article 2 of the Draft Data Transfer Measures requires all network operators
to conduct a security assessment before transferring offshore any important
data or personal information collected in China. However, Article 37 of the
Cybersecurity Law imposes the same obligation only on operators of CII.

Can I maintain my data center outside China? FREFBEAEIEHLELE
hEsESN?

If your business is considered CII, all important data and personal
information collected in China must be stored in China. Also, Article 31 of
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the Cybersecurity Law encourages all network operators (not just Clls) to
store such data in China. In practice, this may mean that you will be obliged
to maintain a data center in China.

IV. Network Products and Equipment M%&~R5i&&

23.

24.

25.

May I use foreign-made hardware and software? JMEFIERRELHRETE
2

Yes. However, if the hardware or software constitute “critical network
equipment” or “specialized network security products”, then they will need to
meet the requirements discussed in question 25 below before they can be
purchased and used in China.

Can I still sell my technology products in China? FFREZESEHEHRM
R m e

Yes. However, if the products fall under the category of “critical network
equipment”, “specialized network security products”, or “products which
may impact national security and are to be used by CII”, then foreign
technology products will need to meet the requirements discussed in question
25 below before they can be sold in China.

Are there any security review requirements for foreign-made hardware

or software? SMEIFIEHBEHRRUALHAITREHENER?

There are no requirements specifically targeting foreign hardware and
software. However, Article 23 of the Cybersecurity Law specifies that “critical
network equipment” and “specialized network security products” must “meet
national standards, be certified by a qualified establishment, and meet the
requirements of a safety inspection” before they can be sold or used in China.
Further, when CII network operators purchase network products and
services that might impact national security, these products and services must
also pass the network security review.

The scope of critical network equipment and specialized network security
products are set out below.

a. Critical network equipment

@) Routers

(i) Switches

(i)  Servers (rack-mounted)

(iv) Programmable logic controllers

b. Specialized network security products
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@) All-in-one data backup
(i1) Firewall (hardware)

(i)  Web application firewall

(iv) Intrusion detection system
v) Intrusion protection system
(vi) Security isolation and information exchange products (gatekeeper)

(vii)  Anti-spam email products

(viii)  Network integrated audit system

(ix)  Network vulnerability scanning product
x) Security data system

(xi)  Website recovery products (hardware)

The security review regime with respect to critical network equipment and
specialized network security products under the Cybersecurity Law can be
found in the Product Review Measures. The security review focuses on
verifying that products and services are “secure and controllable” and are not
a threat to national security. “Secure and controllable” is a concept that
already exists under the National Security Law.

For the Product Review Measures, “secure and controllable” takes the form
of a risk assessment, under which the following will principally be examined:

a. risk of the products or services themselves being unlawfully controlled,
interfered with, or disrupted;

b. risk arising during the production, testing, delivery, and provision of
technical support of/for the products and their key components;

c. risk of product or service providers illegally using products and services
to collect, store, process, or use personal information;

d. risk of product and service providers taking advantage of users' reliance
on the products and services to harm network security or the interests of
users; and

e. risk that might endanger national security.
The review itself will also cover a review of the network security of the
products and services and their supply chains, and use a combination of

laboratory testing, on-site inspections, online testing, and background
investigations.
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Additionally, depending on the nature of the product, you may need to
register the products with the various industry authorities. For example, the
sale of specialized security products for computer information systems
requires a license issued by the Ministry of Public Security.

Who will conduct the security review for network products and

equipment? HERIMEBINGEHITREFTE?
a. General Security Review
A tiered structure will be adopted to conduct the review:

@) The CAC, together with other relevant departments, will establish
a Network Security Review Committee, which will formulate
policies on the security reviews, organize review efforts, and
coordinate on key issues related to the security review;

(i1) The Network Security Review Office will organize the
implementation of the network security reviews and form the
Network Security Review Experts Panel; and

(i)  Third-party institutions and experts accredited by the Network
Security Review Committee will carry out the actual assessments,
while the Network Security Review Experts Panel will assess the
security risks associated with the network products and equipment
based on the accredited third party’s evaluation.

b. CII Security Review

Various CII industry regulators, such as the China Insurance Regulatory
Commission for the insurance sector, will conduct the security review of
network products and securities used by CII network operators in the
sectors which they regulate.

Under what circumstances are CII network products and services
considered a danger to national security? ftAERT CII ME~RFREZS
WA ABMERRE?

The Cybersecurity Law and its existing implementing rules and regulations do
not set out criteria as to the kind of CII network products and services that
are considered a danger to national security. Rather, the specific criteria will
likely be determined by the relevant industry regulators of CII.

Before the Cybersecurity Law, the main regulatory protection of national
security focused on the unlawful disclosure of state secrets, with almost every
department of the State Council having promulgated a scope of state secrets
for their respective industry. In the absence of a statutory scope of “a danger
to national security” under the Cybersecurity Law framework, we are of the
view that the departmental rules on the scope of state secrets are a good
source of reference as to what network products and services would be
considered a threat to national security.
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What is the difference between the previous grading and protection
system and the grading and protection system under the Cybersecurity

Law? BUTHFRFFHIESMEREZTHFREFHER M ARKA?

The pervious tiered protection system under the Administrative Measures for
the Tiered Protection of Information Security (“Information Security
Measures”) applies to “information security”’, and does not cover more
modern technology developments such as cloud computing. The Information
Security Measures require companies operating and using information
systems to self-grade themselves as tier one, two, three, four or five.
Following the self-grading, the company must appoint a third-party
organization recognized by the Ministry of Public Security to assist it to
compile a tiered protection system grading report and conduct a subsequent
evaluation.

Experts and academics consider that the Cybersecurity Law expands the
existing grading and protection system to apply to “networks”, with detailed
implementation guidelines to be issued by TC260, for instance, the
Information Security Technology — Implementation Guide for Cybersecurity
Classified Protection (Draft for Comments) and Information Security
Technology — Testing and evaluation technology guide for Cybersecurity
Classified Protection (Draft for Comments).

Can I conduct the test overseas? BEBEEIMHITHM?

The CAC will work with other departments of the State Council to promote
mutual recognition of overseas security certificates and security tests to avoid
duplication of certification and tests.

Will I need to disclose my source code to the Chinese government
during the secutity assessments? I SBERLKEMTIES E+ EBFFRE
A miRAES?

It is not clear at this stage whether source code will need to be disclosed.
However, we are of the view that in most cases, the source code will not need
to be disclosed for a security assessment. However, if the industry regulator
or CAC involved in the security assessment forms the view that the network
product or equipment might affect national security, then it is quite possible
that source code will need to be disclosed.

Will the requirement for “secure and trusted” network products
interfere with the commercial interests of foreign-invested companies

in China? W~ @“REAE NERR TS IRFIEESNGREF W AR FI 282

The CAC has stated that the purpose of implementing the security reviews is
to improve user confidence and promote the expansion of high-quality
products in the market and that foreign and domestic business will be treated
equally under the review. Therefore, the requirement will hopefully, in
practice, not interfere with the commercial interests of foreign-invested
companies.
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V. VPN

32.

May I use a VPN provided by a foreign VPN provider? §E&E{ERESIN
VPN HRS5RIEE (AT VPN?

No. Chinese companies (whether domestic or foreign-invested) are not
permitted to use or rent unauthorized VPNs or use other software or
methods which are aimed at illegal cross-border access to the internet without
approval from the Ministry of Industry and Information Technology
(“MIIT”). The prohibition is set out in the Circular on Clearing up and
Regulating the Internet Access Service Market, issued on 17 January 2017
(“VPN Circular”). Currently, only local VPN providers like China Telecom,
China Mobile, and China Unicom, are authorized VPN providers.

VI. Latest enforcement SEHEENR

33.

34.

35.

Who enforces the Cybersecurity Law? M4E&R A B ESHE?

Enforcement is led by the CAC, together with industry regulators (e.g., China
Insurance Regulatory Commission for the insurance sector, and the China
Banking Regulatory Commission for the banking sector). The State
Administration for Industry and Commerce will also assist with enforcing
penalties such as the confiscation of illegal earnings and the suspension of
business.

What are the penalties or sanctions for a breach of obligations under

the Cybersecurity Law? HER MR LE N FZRIRRETTSHIR?
Penalties for non-compliance with the Cybersecurity Law include temporary
suspension of operations, closing down of websites, fines, and revocation of

operation permits and the business license.

Can the legal representative or any company personnel be imprisoned

for non-compliance? AREERRAHIARRELEFERAMAISEMRZKR?
Yes.
a. Criminal Law

The legal representative and/or other staff members might face the risk
of imprisonment under the Criminal Law of China if a company:

) unlawfully cancels, alters, or jams the functions of the computer
system, thereby making it impossible for the system to operate
normally;

(i1) fails to perform its obligations as a security manager;

(iif) unlawfully uses the Internet to commit a crime under the Criminal

Law of China; or
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(iv) offers an individual access to the internet, or technical support, to
commit a crime.

b. Cybersecurity Law

If a company is found to be in violation of the Cybersecurity Law, such as by
providing technical support which endangers cybersecurity, then the persons
directly in charge and other directly-responsible personnel of the company
can be detained by the local public security bureau for up to 15 days. If the
unlawful activity threatens national security, then the individual may be
detained by the national security bureau.

Will a violation of the Cybersecurity Law be recorded in the credit

archive? ERMEREZWITARSTSIBNGEHER?

Yes. Article 71 of the Cybersecurity Law states that any violation of the
Cybersecurity Law will be recorded in the credit archives and made public.

The “credit archive” referred to in the Cybersecurity Law, although not
expressly specified, most likely includes the basic database of financial credit
information maintained by the People’s Bank of China. This means that
failure to comply with the Cybersecurity Law may reduce a company’s
creditworthiness and may cause it difficulties when trying to take out a loan
from a Chinese domestic bank.

VII. Miscellaneous Hft

37.

Will I be required to give the Chinese government access to my data?

KR ETEREBAFRHERO%IE?

You will have to give the Chinese government access to your data in the
event of any of the following:

a. during a cross-border data transfer security assessment;

b. in responding to any request from the CAC, or any other competent
authority, to conduct inspection and supervision of a network operator
pursuant to Article 49(2) of Cybersecurity Law; and

c. when coordinating with the competent authorities for supervision and
inspection matters, and the provision of technical support or assistance to
the public security and national authorities under Article 28 of the
Cybersecurity Law.

If your data is encrypted, you will need to decrypt the data and allow the
Chinese government access to the data if so requested. This is because
Article 49 of the Cybersecurity Law imposes a statutory obligation on
network operators to cooperate with governmental authorities.
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What other developments are anticipated? HfEREMEBMBR?
There are several measures likely to come into force in the near future:

a. Draft Information Security Techniques and Personal Information
Security Specifications, which has been circulated for public comment
and is expected to be issued soon. The core focus of this specification is
the protection of personal information. The specifications aim to address
the security of personal information during the rapid development of IT.

b. Draft Regulations on the Protection of the Use of the Internet by Minors,
which was circulated for public comment in January 2017. This draft
provides for censorship of certain content the State deems unsuitable for
minors (defined under the Minor Protection Law as persons under the
age of 18); for example, content that would encourage minors to take up
smoking.

c. The Draft Encryption Law, which was circulated for public comment in
April 2017. This law is the first statute in China to comprehensively
address encryption. It would also regulate “the research, production,
management, import and export, testing, authentication, use, and
administration of encryption”.

d. The Draft Regulations on the Implementation of the Law on the
Protection of the Rights and Interests of Consumers, which was
circulated for public comment on 16 November 2016. This draft
reiterates and supplements data privacy and security obligations imposed
by existing consumer laws — namely, the Law on the Protection of the
Rights and Interests of Consumers and the Measures on Penalties for
Infringing Upon the Rights and Interests of Consumers. For example, the
draft clarifies that business operators must retain proof, for at least 3
years, that they have obtained consent from users before collecting and
using their personal information; and

e. Draft E-Commerce Law was circulated for public comment on 27
December 2016. This draft would regulate both domestic and
cross-border e-commerce activities. The draft also sets out specific
obligations on e-commerce operators. For example, persons engaged in
e-commerce activities must provide accurate information when
registering with a platform, and platform operators must safeguard the
personal information of individuals.

Is there a grace period for implementing the data transfer? SL{TRFEHFI

MR ZATR B F AR

Yes. The Draft Data Transfer Measures provide a grace period for companies
to comply with the rules and enforcement. If the Draft Data Transfer

Measures are issued in their current form, then the grace period will end on
31 December 2018.
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40. How should I proceed? RIiZin{a]Rzxt?

a.

Critical Equipment and Security Products

Companies are advised to work closely with their I'T specialists and legal
counsel to keep abreast of the changes to the legal framework regulating
cybersecurity and examine their network products and services (whether
for sale or purchased) to ensure that they comply with the Product
Review Measures.

Data Security

Companies should also (1) review their global data security and privacy
policies and procedures and identify the ones that need to be localized,
and (2) review their global data security and privacy training materials and
draft or localize training materials for Chinese employees to ensure
awareness of data security and protection policies and procedures.

Personal Information and Cross-Border Transfer of Data
Companies are advised to:

) review their current data security and privacy policies regarding
the collection and use of personal information and, check whether
adequate notice has been given to users and proper consent has
been obtained;

(i) create a list of identifiers for personal information and important
data mapping, including where and how personal information is
stored, and which third parties may be provided personal
information;

(iif) review and update existing agreements, employment contracts,
and privacy policies and update them so they comply with the
existing Chinese law requirements.

Other Obligations

Since the Cybersecurity Law was implemented on 1 June 2017, the CAC
has penalized several companies that failed to properly conduct a tiered
protection evaluation. Thus, it appears that compliance with the grading
and protection system under the Cybersecurity law may be the CAC’s
initial focus.

Until the relevant regulating authorities are specified and more guidance is
given on how to comply with the state’s “tiered system of network
security protections,” companies are strongly advised to take adequate
steps to implement as many of the outlined precautions as possible,
taking into account the amount and types of data involved.
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41. How will it affect me? HIAFMN?
We set out below the main ways in which foreign business will be affected:

a. Foreign-invested companies in China must pro-actively protect users’
personal information. Very likely this means higher costs for compliance
reviews, implementing new procedures (especially regarding consent) and
systems to offer adequate protection of personal information and
networks from security breaches, training employees on how to monitor
and ensure compliance with the Cybersecurity Law and, obtaining
security certifications from the relevant authorities.

b. The data localization requirement and data transfer restrictions means
that foreign-invested companies which qualify as CII operators and
whose business requires the transmission of personal information and
important data to servers based outside China will have to store such data
in China (which can be very costly) or sub-contract these services to a
third-party service provider in China. Other network operators will need
to ensure they conduct security assessments in full compliance with the
Cybersecurity Law and its implementation regulations before transferring
any personal information and important data outside of China.

c. The obligation to cooperate with state security services and other
government authorities to report and investigate cybercrimes and clear
security assessments (in the case a company wishes to sell network
security products and equipment or transfer personal information or
important data out of China), raises concerns about possible infringement
of trade secrets and intellectual property rights. As mentioned in question
0 above, companies may be required to disclose data to the Chinese
government.

42. How will the Cybersecurity Law affect businesses which rely/use cloud
computing? R R EEF AR KR/ M =R R E ke

Any company running such businesses, if categorized as a CII, and if the
business involves the collection of personal information and important data
in China, will be required to move its data server to China and conduct a
security assessment with the relevant industry regulator before transferring
data overseas.

SkorokokskoRkokkokkokskokskk Rk Rk kkk

THIS DOCUMENT DOES NOT CONSTITUTE LEGAL ADVICE. This
document is written for informational and educational purposes only and is not intended to constitute legal
adpice or opinion.  Every client’s case is different, and a general synopsis of an area of law can be
neither complete in its scope, nor specifically tailored to the unique facts of an individnal’s case.  If you
need legal advice, you should contact an attorney regarding your specific factual and legal circumstances.
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