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On February 17, 2023, the Shanghai Branch of
the State Administration of Foreign Exchange
(“SAFE  Shanghai Bureau”) released the
Operation Guidelines for the Pilot Foreign
Exchange Administration for Qualified Foreign
Limited Partnership in Shanghai (the "New Rules")
on its official website. These New Rules expand
the geographical applicability scope of new QFLP
pilot policies from the Lin-gang Special Area of
the Shanghai FTZ to all other regions in Shanghai.
We have summarized below the key points of the
New Rules for both domestic and foreign
managers.

I.  Scope of Application

The New Rules apply to pilot funds (the "QFLP
Fund™) that raise capital from domestic and
foreign investors non-publicly, launched and
managed by a domestic enterprise (the "QFLP
Fund Manager") recognized by the Shanghai
local financial administration department, i.e., the
Shanghai Municipal Financial Regulatory Bureau
(SFRB). Foreign investors include both foreign
natural persons and institutions (i.e., Qualified
Foreign Limited Partners) that satisfy the
conditions of the SFRB. According to the SAFE
Shanghai Bureau, a QFLP Fund may be formed
as a corporation, a partnership enterprise, or

Tol

JUNHE

February 28, 2023

formed by contract.

The SAFE Shanghai Bureau will work with the
SFRB by participating in the joint conference
mechanism established by the SFRB. It will
cooperate to establish and improve the relevant
QFLP pilot rules, as well as prevent, dissolve and
deal with financial risks.

II. Investment Scope of QFLP Funds

The New Rules clearly state that QFLP Funds’
investments shall abide by national macro-control
policies and industrial policies as well as the
current special administrative measures for
foreign investment access (i.e., the “Negative
List”), and be authentic, with fictitious transactions
explicitly prohibited. According to the SAFE
Shanghai Bureau, the New Rules permit QFLP
Funds to invest in industry sectors outside the
Negative List through equity investment, debt
investment and other permissible investments.
The permissible underlying assets include the
equity of non-listed companies, non-publicly
offered and traded ordinary shares of listed
companies (either traded through block trade or
transfer by agreement), preference shares,
convertible bonds, and share allotments. It should
be noted that the SAFE Shanghai Bureau



explicitly stated in its policy interpretation that
QFLP Funds may make debt investments in
addition to equity investments. We believe this is
positive news for foreign US dollar credit funds,
infrastructure funds or special opportunities funds
and may encourage their investments in China
through the QFLP pilot program.

In the policy interpretation of the SAFE Shanghai
Bureau, QFLP Funds are explicitly prohibited
from investing in real estate enterprises and local
government financing platforms. Though this has
not been set out in the New Rules, we believe it
reflects the current policy and therefore shall be a
matter subject to policy restriction determined by
authorities from time to time, rather than
stipulated explicitly in the New Rules.

Ill. Foreign Exchange Registration and
Quota Administration

After obtaining the pilot qualification and the
permissible overseas fundraising scale (i.e.,
QFLP Quota), a QFLP Fund Manager is required
to complete foreign exchange registration with the
SAFE local branch where it is registered. These
New Rules simplify the required registration
materials. The outward and inward remittance of
capital shall be made through a QFLP special
account.

Under the New Rules, a QFLP Fund Manager
may allocate the QFLP Quota among multiple
QFLP Funds within the total QFLP Quota granted
to the QFLP Fund Manager. Balance
management applies to the QFLP Quota, which
means the sum of the net inward remittance of
capital (excluding dividends, profits, taxes and
other current account income items) for launching
QFLP Funds by a QFLP Fund Manager must not
exceed the total QFLP Quota granted to the
QFLP Fund Manager (except for deviations
caused by exchange rate fluctuations or other
reasonable causes). This means Qualified
Foreign Limited Partners may remit capital inward
and outward flexibly within the QFLP Quota and

participate in the subscription and redemption of
QFLP Funds. After the outward remittance of
capital, the used QFLP Quota will be released
and can then be re-used.

Based on our observations, QFLP Fund
Managers may apply for additional QFLP Quotas
after the initial QFLP Quota has been used up,
which is not a complicated approval process.

IV. Mandatory Custody and Reporting
Obligations

In line with earlier QFLP pilot rules, a QFLP
Manager shall appoint a domestic financial
institution with custody qualifications as the
custodian of the QFLP Funds, and the custodian
shall monitor the use of the funds on a real-time
basis. The custodian shall report the data on the
inward and outward remittance of funds, within 10
working days after the end of each quarter, as
well as the purchase and sale of foreign
exchange to the relevant SAFE local branch and
the SFRB. The custodian shall conduct due
diligence reviews and follow-up supervision on
the pilot businesses according to the banking
business rules. If the custodian discovers any
material or abnormal events in the capital flow, it
must report to the relevant SAFE local branch in a
timely manner. QFLP Fund Managers are also
required to report investment information to the
relevant SAFE local branch and the SFRB,
including the inward and outward remittance of
funds, the settlement and purchase of foreign
exchange, information about domestic
investments such as the investment varieties,
QFLP Funds’ net-asset-value, investment targets,
and overseas funding sources, within 10 working
days after the end of each quarter.

V. Outward Remittance of Capital

QFLP Funds may handle the foreign exchange
settlement directly via the relevant bank provided
that the use of funds has been truthfully reported
and complies with the relevant investment scope.



The relevant bank may handle cross-border
capital remittances for the QFLP Funds with a
statement issued by the QFLP Fund Manager
regarding the funding source and the use of funds
and an undertaking letter provided by the
investors that they have fully paid the relevant
taxes in accordance with the relevant PRC tax
laws and regulations.

Review & Outlook

To date, a total of 86 institutions in Shanghai have
obtained QFLP pilot qualifications, including
many globally renowned institutions. Those QFLP
Funds have primarily invested in sectors such as
biomedicine, infrastructure and environmental
protection, internet and information technology,
and high-end manufacturing. Shanghai has
created many national precedents, including the
first case of a QFLP Fund investing in private
placements, FOF, the private placement of
convertible bonds of unlisted companies, and
logistics infrastructures, as well as the first case
of dual-currency QFLP Fund (in both RMB and
USD). The New Rules state that SAFE will
determine the pilot cities for foreign exchange
administration based on the situation of
international payments and local conditions. We
expect that Shanghai will continue to promote the
QFLP pilot program, lead and gather experience
in the pilot work and steadily promote high-level
opening-up.

We will follow SFRB’s amendments to the
relevant implementing measures of the Shanghai
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QFLP pilot program following the promulgation of
the New Rules. We expect that Shanghai will
further strengthen the QFLP pilot program and
guide high-level opening-up. As far as we know,
Shanghai may, in the proposed amendments to
the QFLP rules, remove the minimum registered
capital requirements for QFLP Fund Managers.
For those QFLP Fund Managers that are not
required to register with the Asset Management
Association of China, the focus may be on
whether their paid-in capital can meet their
business operation needs. Shanghai may
propose to lower certain application thresholds in
terms of the net assets and AUM of foreign
institutional investors and clarify the qualification
requirements for domestic managers managing
QFLP funds. With respect to investment
orientation, Shanghai encourages investments in
ESG and national key strategic emerging
industries and encourages cooperation between
QFLP funds and various domestic funds in
different ways, and will expand the exit channels
of QFLP Funds, for example, exit by way of
transfer of private fund shares.

Overall, we believe that QFLP pilot programs
have a bright prospect to become a permanent
and important mechanism in introducing foreign
capital, i.e., attracting US dollar capital to land on
and expand investments in China, promoting
China’s further opening-up to foreign investors.
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