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Overview o

In this issue
The Qualified Foreign Limited Partnership (QFLP) is a pilot program developed by
various local authorities serving as an essential channel for foreign investors to invest Overview

in China's financial market. Under QFLP, foreign investors are able to participate in
the establishment of a foreign-funded equity investment management enterprise
(QFLP Manager) or a foreign-funded equity investment enterprise (QFLP Fund) Foreign investors of QFLP
(QFLP Manager and QFLP Fund are collectively referred to as QFLP Enterprises). Key elements of QFLP
The most obvious advantage of QFLP is that foreign exchange funds can be settled
in RMB at the fund level and make equity investment in RMB, in other words, foreign
exchange settlement will be approved in advance at the time when a QFLP enterprise
is set up, instead of when the capital is called.

Basic structure of QFLP

Tips for QFLP investors

QFLP was firstly introduced in 2010 in Shanghai and then consecutively available in

Beijing, Chongging, Tianjin, Shenzhen, Qingdao, Guizhou, Pingtan, Zhuhai, Guangzhou, Xiamen, Suzhou, Hainan, Nanning,
Xiong'an, Nanjing and thereafter more cities or regions. Based on the different development history and practical needs of cross-
border investment, the approaches to QFLP across different cities or regions have their own characteristics. Under this
background, how to select the appropriate QFLP pilot shall be the primary issue for foreign investors.

Basic structure of QFLP
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* The investors’ efi

tment scope and the period of approval procedures can be various in different cities.

QFLP Managers are mainly engaged in initiating the establishment of QFLP Funds or entrusted management of QFLP Funds.
A QFLP Manager generally acts as the general partner of the QFLP Fund. In the early QFLP policy of some regions, the QFLP
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Manager was generally required to be wholly foreign-funded or a Sino foreign joint venture, and the limited partner should be a
foreign investor. With the successive introduction and development of local QFLP policies, many pilots started to allow qualified
Domestic Private Equity or Venture Capital Fund Management Companies to initiate the establishment of QFLP Funds and
allow domestic investors to participate in the QFLP Fund as the limited partner as well. In addition, QFLP policies in most
regions also specifically require QFLP Enterprises to entrust qualified commercial banks to manage project funds.

Major restrictions on the investment and establishment of QFLP Enterprises by
foreign investors under the overseas law

Foreign investors who participate in the investment and establishment of domestic QFLP Enterprises shall also pay special
attention to the restrictions of overseas laws and regulations and remain subject to specific industry rules. Based on our
experience, although some countries or regions don't have general restrictions preventing relevant entities' investment in funds of
other countries, where these entities belong to a specific industry, they nevertheless also need to factor in and continue to comply
with any applicable special domestic industry rules. If, for example, we consider entities in Hong Kong, Hong Kong laws may not
impose generally applicable restrictions on Hong Kong entities' investment in QFLP Enterprises of the Mainland. However, if the
entity is an insurance company, it is normally regulated by the Insurance Authority and subject to the provisions of the Insurance
Ordinance of Hong Kong and other rules, guidelines and regulations of the insurance industry, as well as the notices and
announcements formulated or issued by the Insurance Authority from time to time. More specifically, they shall not violate the
requirements of the applicable capital adequacy ratio and solvency limit, and shall fully comply with not only the minimum
governance standards in corporate governance proposed in the Guideline on the Corporate Governance of Authorized Insurers
issued by the Insurance Authority, but also any terms agreed by themselves under their business operations. These special
requirements may singularly or collectively have the effect of limiting the capacity of certain foreign entities to invest in a QFLP
Enterprise.

Key elements of QFLP
. Supervision system

1. Competent department ~ Most regions such as Beijing, Shanghai and Shenzhen establish a joint review mechanism involving all
to grant the approval competent departments to review and grant the qualification of QFLP Enterprise with the local financial
regulatory bureau generally being designated as the main contact department. In a few regions
including Hainan and Guangzhou, instead of implementing a specified joint review mechanism, the
qualification process only stipulates that the relevant departments are responsible according to the
division of their responsibilities.

2. Registration/filing Except for some early regions like Shanghai and Tianjin which promulgated their QFLP policies before
requirements in AMAC  the establishment of the Asset Management Association of China (AMAC), almost all pilot areas require
their QFLP Enterprises to be registered or filed with AMAC. We understand that this shall be a
necessary step for the QFLP Enterprise application procedures going forward and it should be noted
that QFLP Managers will be forbidden to initiate any QFLP Funds without AMAC registration/filing and
QFLP qualification of any existing QFLP Fund they first initiated might also be cancelled if there has not
been compliance with the AMAC registration/filing requirements.

3. Information submission = Most local QFLP policies also have distinct requirements for QFLP Enterprises to submit information to
the supervisory departments regularly or perform the report obligations according to the regulations and
self-discipline rules of private equity. For instances, QFLP Enterprises in Beijing are asked to provide
business report, fund custody report regarding custodian banks, annual financial report and quarterly
major event reports to the joint review office. In contrast, QFLP Enterprises in Hainan need to report
major events including operation report and revision of important legal documents to Hainan Financial
Regulatory bureau every six months, and Shenzhen QFLP Enterprises shall access to the private equity
fund information service platform.

* QFLP Manager

1. Registration A QFLP Manager generally can be organized in the form of a company or partnership and shall register
in the pilot regions. A QFLP Manager is allowed to be wholly foreign-owned, a Sino foreign joint venture
or wholly domestic in most pilots.

2. Capital contribution Generally, RMB or other freely convertible foreign currencies can be used as a subscribed capital
contribution. Most QFLP pilots such as Guangzhou, Beijing and Hainan, do not impose specific
restrictions on the proportion of initial capital contribution, the proportion of monetary capital
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contribution, and the period of capital contribution, while some regions such as Shenzhen require the
establishment of QFLP Managers to be in line with the requirements of foreign-funded enterprises and
private equity. In addition, it is noteworthy that the Instructions for the Registration of Private Fund
Managers (updated in December 2018)* formulated by AMAC requires that the paid in capital / paid in
capital of private fund managers should be sufficient to cover daily operating expenses such as
reasonable labour remuneration and rental for a period of time. Meanwhile, due diligence (including a
legal memo) conducted by a law firm is also required on the capital and capital conditions of the
manager. Furthermore, if the paid in capital of the fund manager is less than 25% of the registered
capital / subscribed capital, such situation will be specially publicized by AMAC.

3. Threshold of investors The threshold requirements vary from place to place. For example, Beijing requires the manager
shareholders, actual controllers and executive partners to be financial enterprises or foreign currency
fund management enterprises with a management fund scale of not less than RMB 100 million yuan or
equivalent foreign currency. However, there are also regions that do not specifically set the threshold in
their QFLP policies, such as Hainan and Guangzhou. Therefore, the investors are advised to consult
the local competent authorities on a case by case basis before going through the process of actual
application.

4. Senior management With regard to the definition of the scope of senior management, there are differences in the QFLP
policies of different regions, but they also have some similarities, including requiring a certain number of
senior managers who have corresponding work experience in the private equity investment sector.
Furthermore, in addition to considering the QFLP policies, it is also necessary to pay attention to the
requirements of relevant rules for private fund managers.

* QFLP Fund

1. Registration A QFLP Fund can be organized in the form of a company or a partnership and must register in the pilot
regions in general.

2. Capital contribution At present, there are different policies and regulations on the amount and duration of QFLP funds in
each of the different pilot areas. Except for some regions that specify the fund size requirements, (for
example, Beijing requires that in principle each fund shall not be less than RMB 100 million yuan or the
equivalent amount in foreign currency), more and more regions such as Guangzhou and Hainan have
adopted the "zero threshold" approach which does not establish any minimum threshold requirement for
capital.

3. Threshold of investors The threshold requirements for investors of QFLP Funds vary from place to place. For example, Beijing
puts forward specific requirements for foreign investors' investment experience, internal control system
and asset amount, while Zhuhai puts forward preferential policies for Hong Kong and Macao investors,
such as lowering the threshold for a subscribed capital contribution. In addition, most pilots do not
specify requirements for domestic investors, and even some pilots such as Shenzhen, Guangzhou and
Hainan seem not to set specific thresholds for either foreign or domestic investors in their QFLP
policies, so the investors are suggested to consult with local authorities for more detailed information in
advance.

4. Investment scope The QFLP policies of various regions are regulated by reference to permitted and prohibited matters
(mainly referring to the Negative List). In addition to being excluded from investing in prohibited areas
for foreign investment, QFLP funds are also not allowed to be directly or indirectly used for securities
investment (secondary market investment) and non-self-use real estate (real estate fund investment)
according to the Notice of the State Administration of foreign exchange on reforming the management
method of foreign exchange capital settlement of foreign invested enterprises?. In addition, many
regions have made it clear that they can carry out investment in qualified listed companies, such as
Beijing and Shenzhen, which permit that the investors can engage in non-public equity, non-public
issuance and trading of common shares of listed companies.

* Other focused matters

1. Custodian bank Almost all the QFLP policies require QFLP Enterprises to entrust a commercial bank with fund custody
capacity and associated qualification to manage the capital, including reviewing compliance with any
restrictions on the use of capital, supervising the use of capital to ensure it is within the business scope,
performing the AML and CFT obligation and urging the QFLP Enterprises to settle all the taxes when
entering the liquidation procedure. Some regions such as Hainan and Beijing also specify that the
custodian bank shall have local branches and satisfy above level 2 branch | requirements (inclusive of
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Tips

Tax policy

Withdrawal of investors
and capital remittance

Supportive policy

level 2 branch), while some regions such as Shenzhen only require that custody shall be handled in
accordance with relevant AMAC rules.

Most regions such as Shanghai and Shenzhen have no specific regulations on tax; while a few regions
such as Guangzhou specify detailed provisions and give some preferential tax policies. It is suggested
to further consult with the local competent authority and confirm their policy position regarding tax.

From the perspective of current QFLP policies of most pilot areas, there are basically no obstacles for
the withdrawal of foreign investors and cross-border remittance of relevant capital. Many regions
provide that the investors can withdraw from QFLP Enterprises by means of equity transfer, capital
reduction, and liquidation stipulated in the laws and regulations or agreed in the investment agreements.
The remittance of funds will still need to conform to the regulations of SAFE and relevant QFLP
Enterprises are required to complete tax payment responsibilities including submitting relevant tax
payment certificates to the custodian banks for a review and approval.

Different regions may adopt various preferential or supportive approaches in their QFLP polices to
attract investors, such as seen in Guangzhou, Hainan and Nanning. These policies may generally
include tax incentives for enterprises like incentives for establishment, subsidies for office buildings, and
welfare treatment incentives for talents including relocating for employment, buying cars and houses,
children's enrolment, medical, housing security, etc. Investors can make specific consideration on these
policies before selecting the final landing place.

In conclusion, the QFLP policies in various regions have both similarities and differences. Therefore, we remind investors to pay
special attention to the following issues in the early stage of establishing QFLP Enterprises:

Choose the right investment district. QFLP policies implemented in different regions are not the same, so the requirements
for investors' access qualification, the application process and final landing time of QFLP Enterprises are also distinct. The
most appropriate investment area should be selected from the outset according to the specific circumstances of the project.

Identify the competent department and communicate in advance. The investors must strictly follow the Negative List, and
timely communicate with the regulatory authorities when seeking to clarify any unclear or uncertain investment areas. While
communicating with the supervision departments, the applicants may possibly be asked to sign relevant confidentiality
agreements in advance so as to obtain relevant application forms. The actual time of this process is difficult to estimate.

Focus on practical requirements. Investors must not only pay attention to the restrictive content of any written policy, but
also to the requirements of the local regulatory authorities at the specific operation level, and sometimes investors may need
to refer to the relevant provisions of the QFLP policies in other regions. For example, the practice of Shanghai QFLP has
already departed from its original written policy in many aspects to the extent that it has not only largely eliminated the policy
differences with other regions, but also formed comparative advantages in terms of application conditions, investment scope
and government services.

Furthermore, it is not difficult to find that with the increasing development of the investment environment, QFLP policies in various
regions are also constantly adjusted and optimized - from the initial specific provisions and control provisions to the gradual
relaxation and even the gradual convergence of domestic and foreign capital management. This trend is bound to attract more
investors to focus on the investment policies of the QFLP pilot areas in China and actively participate in and promote the
completion of the projects on the ground thereby further promoting the introduction of funds and economic development in these
specific areas and achieving mutual benefit and win-win results.
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Kevin Yuan is the senior counsel and Lucca Li and Jocelvn Chen are the associates of FenXun Partners who is a premier Chinese law firm. FenXun established a Joint
Operation Office with Baker McKenzie in China as Baker McKenzie FenXun which was approved by the Shanghai Justice Bureau in 2015.

© 2022 Baker McKenzie FenXun (FTZ) Joint Operation Office is a ioint operation between Baker & McKenzie LLP. an lllinois limited liabilitv partnership. and FenXun Par tners. a Chinese law firm.
The Joint Operation has been approved by the Shanahai Justice Bureau. In accordance with the common terminoloav used in professional service oraanisations, reference to a "partner" means a
person who is a partner. or eauivalent. in such a law firm. This mav aualifv as “Attornev Advertisina” reauirina notice in some iurisdictions. Prior results do not quarantee a similar
outcome.Ownership: This site (Site) is a proprietary resource owned exclusively by Baker McKenzie (meaning Baker & McKenzie International and its member firms, including Baker & McKenzie
LLP). Use of this site does not of itself create a contractual relationship. nor any attorney/client relationship. between Baker McKenzie and anv person. Non-reliance and exclusion: All information
on this Site is of aeneral comment and for informational purposes onlv and may not reflect the most current leaal and reaulatorv develonments. All summaries of the laws. reaulation and practice are
subiect to chanae. The information on this Site is not offered as leaal or anv other advice on any particular matter, whether it be leaal. procedural or otherwise. It is not intended to be a substitute for
reference to (and compliance with) the detailed provisions of applicable laws, rules, regulations or forms. Legal advice should always be sought before taking any action or refraining from taking any
action based on anv information provided in this Site. Baker McKenzie. the editors and the contributina authors do not auarantee the accuracv of the contents and expresslv disclaim anv and all
liabilitv to anv person in respect of the conseauences of anvthina done or permitted to be done or omitted to be done whollv or partly in reliance upon the whole or anv part of the contents of this
Site. Attornev Advertisina: This Site mav aualifv as "Attornev Advertisina" reauirina notice in some iurisdictions. To the extent that this Site mav aualifv as Attornev Advertisina. PRIOR RESULTS
DO NOT GUARANTEE A SIMILAR OUTCOME. All rights reserved. The content of the this Site is protected under international copyright conventions. Reproduction of the content of this Site without

express written authorization is strictly prohibited.
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