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RMB funds have captured the attention of international private equity and venture capital 
investors and fund managers desiring to build investment platforms in China. A RMB fund 
is an investment fund formed in China under Chinese law and denominated in the domestic 
currency, the Renminbi. RMB funds are already a prominent feature of China’s developing 
domestic private equity and venture capital industries. Foreign involvement in RMB funds, 
either in the form of fund management or direct investment into the fund, has recently 
become increasingly possible spurred on by changing legislative policies and programs. 
Many foreign investors and fund managers desiring to compete in China view RMB funds as 
the “next opportunity”. The laws and market practices governing RMB funds are still rapidly 
evolving.  Potential investors and managers will face challenges, but market players with 
flexibility, creativity, and patience may also find valuable opportunities.

The Case for RMB Funds

With the rise of China-based institutional investors and the massive increase of domestic 
liquidity, international private equity and venture capital investors are finding it increasingly 
difficult to compete with domestic players for deals. China’s laws governing foreign 
investment in Chinese businesses and assets put cross-border foreign investors at a severe 
competitive disadvantage to domestic investors with RMB funding sources. In recent years, 
governmental policies have made it increasingly difficult for Chinese companies to establish 
offshore ownership structures. These offshore structures previously provided convenient 
platforms and access points for international private equity and venture capital players’ 
investments. With the availability of offshore investment platforms increasingly restricted, 
foreign investors have no choice but to come onshore and directly invest in China. Once the 
foreign investor comes onshore to make the investment, however, it becomes subject to a 
complex and burdensome foreign investment regulatory regime. Under this regime, a foreign 
investor that desires to make and hold an investment onshore in China, generally must set up 
a special legal entity, a foreign-invested enterprise (FIE), onshore in China.      

The establishment of the FIE requires time consuming and numerous governmental 
approvals, onerous minimum capitalization requirements, burdensome mandated debt to 
equity ratios, and strict currency conversion and repatriation requirements. FIEs are typically 
project-specific companies so each investment requires the establishment of another FIE 
and a repeat of the lengthy governmental approval process for each investment. In contrast, 
domestic players are not subject to same extensive governmental approvals and entity 
restrictions. Domestic players can simply move more quickly and effectively on deals. At 
the same time, debt investments from offshore to onshore in China in many instances are 
simply not feasible due to legislative restrictions on foreign debt by domestic companies from 
offshore lenders. Consequently, foreign mezzanine and other debt investors are often closed 
off from cross-border investment opportunities.

By coming onshore by way of a RMB fund with cash resources in Renminbi available for 
deployment, some foreign investors and fund managers view RMB funds as an opportunity 
to avoid the complexities associated with making each investment as an FIE. Moreover, to 
foreign fund managers, RMB funds represent an opportunity to tap the ever growing pool 
of Chinese individual and institutional investors. With a RMB fund, a fund manager can 
raise and manage funds domestically in China from new sources and at the same time earn 
management fees and carried interest. 

RMB Funds: The Evolving Role of Foreign Investors and 

Fund Managers in China

Joel H. Rothstein - Partner, Paul Hastings
January 2010

PH PERSPECTIVES



18 Offi  ces Worldwide
Paul, Hastings, Janofsky & Walker LLP
www.paulhastings.com

Some fund managers who take a long term strategic view, are also interested in managing 
RMB funds, because they view it as an opportunity to build relationships and a solid 
reputation as a fund manager in China, so that the fund manager can be well positioned to 
ultimately raise and manage funds from Chinese investors for outbound investments outside 
of China. It is anticipated that in coming years China’s investment community will increasingly 
look outward. In the future, RMB funds may be a conduit for foreign fund managers to 
participate in the China outbound investment industry. 

Finding the Right Structure

RMB fund vehicles could be structured in a number of different ways in China. Foreign 
fund managers and investors have been searching for a number of years for an appropriate 
structure to raise, manage and deploy investment funds targeting China-based investments. 
Much of the current attention on foreign invested or foreign managed RMB funds, however, is 
focused on a limited partnership structure. A limited partnership formed under Chinese law is 
attractive because it shares a number of the same features with limited partnership vehicles 
found in other jurisdictions, such as general partner management, operational flexibility, 
including flexibility on the timing and amounts of capital contributions and profit allocations, 
limited liability of limited partners and pass through tax treatment.   

Prior to the introduction of the limited partnership, the primary vehicle or structure available 
for foreign invested and managed private equity or venture capital funds in China was 
the Foreign Invested Venture Capital Investment Enterprise (FIVCIE). Although originally 
introduced in 2003, FIVCIEs, never gained the widespread support and attention of the 
international investment and fund management community. FIVCIEs require many of the 
same arduous and complex approval processes as FIEs, have minimum capital requirements, 
and are available for use for investments only into certain limited industries favored by the 
Chinese government. In addition, FIVCIEs also lack the management and operational flexibility 
of limited partnerships.

Foreign investor and manager involvement in Chinese limited partnerships has only recently 
become increasingly feasible due to changing laws and policies involving China’s Partnership 
Enterprise Law and involving local government programs designed to promote the private 
equity and venture capital industries.  

There are essentially two different paths for foreign party involvement in a limited partnership 
RMB fund: (i) a foreign invested limited partnership; or (ii) a domestic limited partnership.

Foreign Invested Limited Partnership

In a foreign invested limited partnership (FIP), a foreign investor invests directly, as a general 
partner or as a limited partner, into a limited partnership formed in China. Under this model, 
a foreign party could either manage the partnership fund vehicle by investing as the general 
partner or be a passive investor in the fund vehicle by investing as a limited partner. Although 
some market participants have already begun to strategize and plan for FIPs, there still 
remains much uncertainty surrounding the formation and operation of RMB funds in the form 
of FIPs, particularly FIPs engaged in certain restricted or highly regulated industries such real 
estate or media-related industries.  

When China’s current Partnership Enterprise Law first came into effect in 2007, it only 
provided for limited partnerships among domestic Chinese parties and it called for the State 
Council of the People’s Republic of China to enact special implementing regulations detailing 
the procedures and requirements for foreign investor involvement in limited partnerships. 
In the absence of the special implementing regulations, foreign investors could not invest 
directly into a Chinese limited partnership. Finally, on 25 November 2009, the State Council 
enacted the implementing regulations for China’s Partnership Enterprise Law, also known 
as the FIP regulations, detailing the procedures and requirements for foreign investor 
involvement in domestic limited partnerships.  
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The FIP regulations, which become effective on 1 March 2010, make FIPs possible for the 
first time but also leave many important questions unanswered. Most significantly for foreign 
private equity and venture capital investors and fund managers, the FIP regulations essentially 
contain a carve-out for RMB funds engaged mainly in the “investment business”. These types 
of limited partnerships, essentially investment fund platforms, are required to be subject to 
additional rules and regulations governing the fund industry. In the FIP regulations, the State 
Council defers promulgation of these detailed rules and regulations. Some commentators 
have taken the view that in the absence of the detailed rules and regulations, RMB funds 
in the form of FIPs must comply with some of the applicable requirements for setting up 
FIVCIEs. Others take the view that the specific rules simply do not exist and that all or some 
of these rules and regulations will be promulgated later, perhaps by the effective date of the 
FIP regulations in March 2010.

Another important area of uncertainty relating to the FIP regulations that is particularly crucial 
to foreign private equity and venture capital investors and fund managers is the interplay of 
the FIP regulations with China’s foreign investment industrial policy. At the heart of the foreign 
investment industrial policy is the central government’s desire to channel foreign investment 
into certain value added industries which the government wants to attract further investment, 
such as high technology, energy and certain service industries. The FIP regulations specify 
that FIPs must comply with China’s foreign investment industrial policy. Under this policy, the 
Chinese government has specified in a foreign investment catalog, categories of investment 
in different industries in China which are encouraged, permitted, restricted or prohibited. 
These policies impose different levels of government approvals and other restrictions on 
investments by foreign parties depending upon the amount and/or the industry into which the 
investment is made.  

The FIP regulations make clear that the governmental authorities want to prevent foreign 
investors from using FIPs as means of circumventing government restrictions on investment 
in certain sensitive and highly regulated industries. It is not entirely clear, however, how the 
mechanics of compliance with China’s foreign investment industrial policy in the context of 
FIPs will work in practice. For example, at the time the FIP is formed as part of the approval 
process the FIP must file a statement that it is in compliance with the foreign investment 
industrial policy. At the time the FIP is formed, however, it has not yet made any investments.  
Consequently, it will be the FIP’s post-formation government reporting and potential project-
level approval requirements, which are not yet clear, which will be critical in determining 
the utility and attraction of RMB funds that are engaged in investing in highly regulated and 
restricted industries.  

The FIP regulations also do not provide clarification on certain foreign exchange matters 
critical to foreign investor and manager involvement in RMB funds, such as how foreign 
currency capital contributions would be permitted to be converted into RMB after 
contribution, or how repatriation would work when foreign partners receive their FIP 
distributions or carried interest. At the same time, the Chinese tax authorities will need 
to provide more detailed regulations governing the treatment of distributions to foreign 
domiciled general partners and limited partners, including, without limitation, the treatment of 
distributions or treatment of promotes.

The promulgation of the FIP regulations is an important first step in making FIPs a reality. 
Nevertheless, in the absence of the detailed rules and regulations on foreign invested RMB 
funds and in light of the fact that there will inevitably be more policies and guidance from 
China’s various regulatory authorities, the roadmap for successful foreign involvement in 
a RMB fund in the form of an FIP is not yet established. It remains to be seen whether the 
FIP will remain an attractive structure for RMB funds once the entire legislative framework 
governing RMB funds is in place, particularly for RMB funds engaged in in investing in highly 
regulated or restricted industries. The great attraction of partnership vehicles is flexibility in 
management structures, funding arrangements and operations. These are all features lacking 
in traditional FIEs and FIVCIEs. If the final rules and regulations impose on RMB funds in form 
of FIPs too many of the restrictions and requirements associated with traditional FIEs, many 
of the attractions for setting up an FIP in the first place may be diminished.  
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Domestic Limited Partnership

In a domestic limited partnership, the concerns relating to the rigorous governmental approval 
procedures for foreign-invested enterprises and partnerships do not exist. The domestic 
limited partnership is a purely domestic entity. It is not subject to the foreign invested-
enterprise approval and regulatory regime. It can therefore operate free from the restrictions 
normally placed on FIEs, FIPs and FIVCIEs. In a domestic limited partnership both the general 
partner and the limited partner are Chinese persons or entities. In this structure the foreign 
investor or fund manager participates by either: (i) acting as a fund manager for the limited 
partnership RMB fund through an equity investment management company formed in China 
that has a fund management contract with the limited partnership and/or the general partner; 
or (ii) directly investing into the limited partnership through certain existing affiliated subsidiary 
companies established in China that have Renminbi funding resources already available 
(which many foreign investors do not have).

The domestic limited partnership model for a RMB fund, unlike the FIP model, is already 
available in China today. This structure is the focus of much of the recent activity and 
attention in the foreign investor and fund manager community in China. Interest in this 
structure has been largely created by recent policies of local governments in jurisdictions 
like Beijing, Chongqing, Shanghai and Tianjin to promote the establishment of private equity 
enterprises in their jurisdictions. These local governments have adopted their own local rules 
and incentive programs, including tax incentives and outright grants to make it attractive to 
establish RMB funds and RMB fund management companies in their jurisdictions.

Some local governments actually expressly encourage foreign fund managers to establish 
and manage funds in their jurisdictions by permitting the establishment of foreign invested 
equity investment management companies in their jurisdiction, which entities can serve as 
the fund managers for RMB funds. In some instances, in order to promote the private equity 
RMB fund industry and foreign involvement, some local governments, such as the Shanghai 
Pudong District Government, have gone so far as to help obtain waivers on a limited case-
by-case basis from the State Administration of Foreign Exchange of certain foreign currency 
conversion restrictions which have essentially enabled the foreign invested equity investment 
management company (or its subsidiary) to convert foreign currency into Renminbi to invest 
equity into the limited partnership and thereby also become a general partner. Note, however, 
the waiver of the currency conversion restriction has been very narrow and available only on 
a one-off basis. Generally, where waivers have been obtained, the foreign invested general 
partner has been able to convert foreign currency to acquire an equity interest of only up to 
one percent (1%) of the aggregate capital commitments of the RMB fund as a whole.

Next Steps

Some of the recent developments involving domestic limited partnerships managed by 
foreign fund managers through foreign invested equity investment management companies, 
illustrate that it is already possible for foreign fund managers or investors to potentially 
sponsor a RMB fund and raise funds from domestic sources. At the same time, market 
participants continue to watch FIP developments as the FIP, as opposed to the domestic 
limited partnership, represents the vehicle where foreign investors or managers can have a 
significant equity interest in the RMB fund. 

The RMB fund industry is still very much a work in progress. In the coming year there 
will likely be a number of important legislative and policy developments which will further 
impact how RMB funds are structured, marketed and managed. It is widely anticipated 
that national-level rules and regulations governing private equity funds will be issued by the 
National Development and Reform Commission of China, possibly filling the gap left in the 
FIP regulations. These rules and regulations, together with the rules and regulations issued by 
the State Administration of Foreign Exchange, the Ministry of Commerce, the tax authorities 
and other relevant governmental agencies, may further shape the industry by, among 
other things, dictating qualification requirements for general partners and limited partners, 
mandating disclosure and fund marketing procedures, specifying currency conversion and 
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repatriation requirements and introducing a filing or registration system where all private 
equity funds need to be registered with relevant government authorities. Presently, there is 
not a nationwide legal framework governing private equity fund formation and management.

Early market entrants in the RMB fund industry from the international private equity and 
venture capital investment and fund management community need to navigate a landscape 
characterized by rapidly changing and evolving laws and regulations. These fund sponsor 
pioneers also need to deal with a domestic investor market which is not yet seasoned and 
experienced. Consequently, RMB fund sponsors may face some challenges identifying the 
most appropriate investor pools for the funds and convincing these investors to accept the 
management fee structure of international-style private equity or venture capital funds. The 
challenges exist but the challenges are not insurmountable. The path towards establishing a 
viable RMB fund already exists. The path today may not be same exact path six months or 
twelve months from now, but foreign investors and fund managers who elect to proceed may 
enhance their long-term investment opportunities in China.
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