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China Loosens Restrictions on Investment in Fund Management Sector
Minority Investment Now Permitted

Background
China’s accession to the WTO in
December, 2001 has brought many
changes to the legal and regulatory
framework applicable to foreign
investors. And those changes are not
over. Investment fund management
is one important sector that is poised
to benefit from the WTO-inspired
liberalization in China.

Before 1997, China’s regulation of
investment funds was virtually non-
existent. China’s first attempt at com-
prehensive regulation of this sector
resulted in the promulgation of broad
“Interim Measures” by the China
Securities and Regulatory
Commission (“CSRC”) in November
1997.1 Since that time, the CSRC has
supplemented the Interim Measures
through the issuance of a number of
regulations and notices dealing with
specific areas of concern, such as
external inspections and qualifications
for fund managers.2

In all cases, however, non-Chinese
fund managers were prohibited from
directly managing domestic Chinese
investment funds. International fund
managers were forced to participate
in the enormous, and growing,
Chinese market3 by entering into
technical assistance agreements with
Chinese fund managers, or other simi-
lar arrangements. These arrange-
ments often provided little manage-
ment control and diluted economic
benefits to the non-Chinese partici-
pants.

New rules released by the CSRC and
effective on July 1, 2002 will for the
first time permit foreign investment
in the Chinese investment fund man-
agement sector.4

The New Rules
The New Rules permit foreign
investors to acquire up to 33% of a
Chinese fund manager (either through
investment in an existing manager, or
through establishment of a new man-
agement entity), and up to 49% with-
in three years after China’s entry into
the WTO.5 These investments are,
however, subject to a number of
restrictions (all references are to the
New Rules):

The name, registered capital and
organization structure of the manage-
ment company must comply with the
applicable requirements of the
Company Law,6 the Interim Measures
and any other conditions imposed by
the CSRC (Arts. 4-5).

Each foreign investor must (Art. 6):

l be a financial institution not sub-
ject to “any serious punishment” by
its domestic regulatory or judicial
authorities within the latest three
years;

l be organized in a country whose
securities regulatory authority has
entered into a memorandum of
understanding with the CSRC regard-
ing securities regulatory cooperation;7

l have paid-up capital of at least
RMB 300,000,000 (i.e., >US$36 mil-
lion);8

l meet other prudent conditions
required by the CSRC.

The chairman, general manager and
deputy general manager of the fund
manager must “qualify under the
[existing] CSRC requirements for sen-
ior management of fund management
companies.” (Art. 9)9

Foreign investment in this sector
requires application to and approval
by the CSRC. All required application
materials must be in Chinese, and all
supplementary materials provided in
another language must be accompa-
nied by conformed Chinese transla-
tions. The application format and
contents must comply with applicable
CSRC requirements (Art. 10).10

The foreign investment fund manager
application process for newly-organ-
ized managers (as opposed to foreign
investment in existing Chinese fund
managers discussed below) is divided
into two stages – preparation for
establishment (“PFE”), and business
commencement (“BC”) (Art. 11).

The CSRC must approve or deny a
PFE application within 60 working
days of its formal acceptance, and if
the CSRC denies an application it
must notify the applicant in writing as
to the reasons for denial (Art. 12).

Applicants must file a BC application
after approval of the PFE application,
and the CSRC is required in writing
to approve, postpone or deny  the BC
application within 30 working days of
its acceptance, and in case of post-
ponement or denial, to include the
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reasons for denial or postponement
of  approval (Art. 14).11

The application process for foreign
investment in existing Chinese fund
managers is a one-stage process and
requires the manager to file applica-
tion materials with the CSRC and for
the CSRC to approve or disapprove
the application in writing within 60
working days of  formal acceptance of
the application materials (Art. 15).

Within 30 working days after receipt
of  the CSRC’s approval, an applica-
tion for registration must be made to
the administrations for industry and
commerce for the establishment of
the new management company or the
change of  company information  of
the existing Chinese management
company, as the case may be (Art.
17).

Implications of the New Rules
The relaxation of  foreign investment
restrictions in the investment funds
management sector does not mean
that foreign investment will now be
simple or quick.  Foreign fund man-
agers attempting effectively to capital-
ize the knowledge transferred under
existing technical assistance agree-
ments may not find their Chinese
partners entirely receptive.12 Any

joint venture will have to deal careful-
ly with issues of  control, particularly
in light of  the regulatory requirement
that top management be qualified by
a CSRC exam, something few foreign
executives are likely to be able to sat-
isfy.

Despite the remaining uncertainties,
however, the New Rules represent a
significant and welcome advance in
this increasingly important area, and
we expect that many non-Chinese
fund managers will move rapidly to
take advantage of  the increased cer-
tainty and relaxed restrictions embod-
ied in the New Rules.  Given the
announced importance of  this area to
the further development of  the
Chinese economy, foreign investors
can be sure that the CSRC has not yet
issued its last word on this subject.
We will keep you apprised of  addi-
tional significant developments as
they occur.

Recently, we significantly expanded Paul
Hastings’ Asia-Pacific practice through a
combination with Koo and Partners, one of
Hong Kong’s largest and most respected law
firms.  The combination provides us full-
service offices in Hong Kong and Beijing,
over 65 lawyers in China, and more lawyers
in Asia than almost any other US law
firm.

If  you have any questions regarding the
New Rules, please feel free to contact any of
the attorneys listed below:
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julieallecta@paulhastings.com

David A. Hearth          (415) 856-7007
davidhearth@paulhastings.com

Mitchell E. Nichter (415) 856-7009
mitchellnichter@paulhastings.com

Thomas M. Shoesmith (415) 856-7040
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In Los Angeles:

Robert E. Carlson (213) 683-6299
robertcarlson@paulhastings.com

Michael Glazer (213) 683-6207
michaelglazer@paulhastings.com

In Hong Kong:

Freeman Y.S. Chan 011-852-2867-9013
freemanchan@paulhastings.com

In Washington D.C.:

Wendell M. Faria (202) 508-9574
wendellfaria@paulhastings.com

In New York:

Michael R. Rosella (212) 318-6800
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1 See Interim Measures for the Management of  Securities Investment Funds (CSRC 1997).

2 See, e.g., Notice Concerning Several Issues in the Application for Establishing Fund Management Companies (CSRC 1997) (the “1997
Notice”) (describes the fund management company application procedures referred to in the Interim Measures); Notice Concerning
Several Issues in the Application for Establishing Fund Management Companies (CSRC 2001) (the “2001 Notice”) (further clarifies certain
procedures regarding the establishment of  fund management companies, including the creation of  a system of  “self-discipline
undertakings” for all fund management company applicants designed to permit applicants to “show their sincerity in obtaining trust
from the market and winning the confidence of  the community”); Circular on Several Issues concerning the Implementation of  Zheng Jian Ji
Jin Zi [2001] no. 10 (i.e., the 2001 Notice) (establishes procedures governing the administration of  self-discipline undertakings appli-
cations, including procedures for filing the undertakings with the CSRC and for review and evaluation of  the undertakings materials
by the CSRC).

3 According to recent articles in the Financial Times and the South China Morning Post, China's securities market capitalization was
recently estimated to be around US$526 billion and its personal savings at around US$950 billion.

4 See Rules on the Establishment of  Fund Management Companies with Foreign Capital Equity Participation (CSRC June 1, 2002) (effective
July 1, 2002) (the “New Rules”).

5 New Rules, Art. 8.  The percentage restrictions apply to the aggregated direct and indirect foreign ownership of  shares (pre-
sumably voting shares) and equity in the management company.
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6 The Company Law of  the People’s Republic of  China (promulgated in December 1992).

7 The CSRC has signed about 14 of  these memoranda to date, and not with the regulators of  every country whose fund man-
agers may want to invest in China.  The 14 countries are: Australia, Brazil, Egypt, France, Germany, Hong Kong, Italy, Japan,
Luxembourg, Malaysia, Singapore, Ukraine, United Kingdom, United States.

8 This significant requirement of  paid-up capital – more than US$36 million, compared with a requirement of  only approximate-
ly US$1 million required for domestic Chinese fund managers – is clearly intended to restrict foreign investment in this sector to
significant international fund managers.  Some foreign investors may face difficulties in structuring these investments such as when
the special purpose entity created to hold the foreign investor’s stake does not itself  have the requisite paid-up capital – even
though its parent does.

9 This means that top management of  the fund manager must pass a CSRC exam, and there is no assurance yet that any foreign
qualifying examinations will suffice. The ultimate effect of  this requirement may be to strongly favor domestic Chinese manage-
ment of  fund managers with foreign participation.

10 See the 2001 Notice; the 1997 Notice.

11 The criteria or basis for postponement of  approval are not yet clear, and this uncertainty could prove to be troublesome in the
application process.

12 Ownership in Chinese fund managers is frequently dispersed, and therefore even a 33% ownership position may represent de
facto control in return for which Chinese principals may seek a control premium.


