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The Chinese securities market is a hot area for foreign investment. Currently, China
has opened the B-share market to foreign investors, and begun to open the A-share
market to qualified foreign institutional investors, which means China has opened its
domestic stock market to foreign capital. In terms of securities firms, China is
beginning to widen market access to foreign capital. In this report, we give a brief
introduction on several important aspects of foreign investment in securities in China.

1. What are qualified foreign institutional investors?

The term of qualified foreign institutional investors (always referred to as QFII) refers
to the foreign fund management institutions, insurance companies, securities
companies and other assets management institutions that invest in China’s securities
market in accordance with Chinese laws and regulations after being approved by
China Securities Regulatory Commission (CSRC) and granted an investment quota by
State Administration of Foreign Exchange (SAFE).

A qualified foreign institutional investors shall entrust an domestic commercial bank
as its trustee to manage its assets, and entrust domestic securities company to handle



its domestic securities transaction activities.
2. Advantages of being a qualified foreign institutional investor

(1) A QFII can invest inl) publicly listed shares on the Shanghai or Shenzhen Stock
Exchange other than B shares; 2) publicly traded treasury bonds, convertible
bonds and corporate bonds; 3) other financial instruments approved by CSRC, for
example the new stock purchase, participation in placement and additional
issuance, etc;

(2) The capital cost of QFII is very low, when the QFII is approved, the relevant
authorities do not require a clear statement on sources of the funds, and what's
more, for some big international institutions, comparing with their equity fund, the
approved quota of investment is very, very small, and these institutions' market
financing capability is strong;

(3) QFII have mature operation experience in capital market, are not only extremely
mindful of fundamental analysis, but also pay great attention to the expected
policy changes. QFII have the advantage over domestic institutional investors in
stock picking over.

2. How to become qualified foreign institutional investors in China?

To become qualified foreign institutional investors in China, the foreign institutional
investors shall first satisfy the following conditions:

(1) The investor shall be in a sound financial and credit status, and shall meet the
conditions set by the CSRC on assets scale and other factors;

The conditions set by the CSRC on assets scale and other factors as referred to in
the aforesaid article are:

1) For fund management institutions: Having operated fund business for over 5
years with the most recent accounting year managing security assets of not less
than US$50 billion;

2) For insurance companies: Having operated for over 5 years with the most
recent accounting year holding security assets of not less than US$50 billion;

3) For securities companies: Having operated securities business for over 30 years
with paid-in capital of not less than US$10 billion and managing securities

assets of not less than US$100 billion in the most recent accounting year;

4) For commercial banks: Ranking among the top 100 of the world in the total



assets for the most recent accounting year and managing securities assets of not
less than US$100 billion;

5) For other institutional investors: Having operated for over 5 years with the most
recent accounting year managing or holding security assets of not less;

(2) The employees of the investor shall satisfy relevant professional requirements of
the country or region where the investor is located;

(3) The investor shall be equipped with sound governance structure and perfect inner
control system, conduct business in accordance with the relevant regulations, and
have not been subject to any substantial penalties by the supervisory organ of the
country or region where it is located,;

(4) The country or region where the investor is located should have a sound legal and
regulatory system, and its securities supervisory organ has signed a memorandum
of cooperation an understanding with the CSRC and has maintained an efficient
regulatory and co-operative relationship;

(5) Other conditions set by the CSRC in accordance with the principle of prudent
supervision

After all the above conditions are satisfied, the foreign institutional investors need to
submit relevant application documents to the CSRC, such application form,
investment plan, manual funding sources, business license, articles of association ,
draft of custody agreement, etc.

The CSRC will, within 20 workdays since the receipt of full set of the above
application documents, examine and verify the application documents and decide
whether to grant approval or not on the basis of the opinion of the SAFE. Where it is
decided to approve the application, the CSRC shall issue a securities investment
license; where it is decided to disapprove, the CSRC shall send a written notice to the
applicant.

In order to encourage middle and long-term investments, preference shall be given to
the pension funds, insurance funds, common funds, charity funds and other long-term
capital management institutions

The CSRC will need 20 workdays to examine and verify the application documents
and decide whether to grant approval or not; The SAFE will need 20 workdays to
examine and verify the application documents and decide whether to approve the
investment quota, the aforesaid applications can be done simultaneously. However, a
qualified foreign institutional investor must submit relevant application documents to



the CSRC for securities investment license, and apply to the SAFE for investment
quota through its trustee, which means that the foreign investors must complete
relevant preparation work first before submitting such applications, for example to
entrust an domestic commercial bank as its trustee, to choose domestic securities
companies as its domestic securities trading agent, etc. Considering the aforesaid
situation, it may take a long time to do the preparation work.

3. How to apply for investment quota and open the foreign exchange account and
special RMB account?

A qualified foreign institutional investor shall, within 1 year since the obtain of a
securities investment license, apply to the SAFE through the trustee for investment
quota. The SAFE shall, within 20 workdays since the receipt of a full set of
application documents, examine and verify the application documents and decide
whether to grant approval or not on the basis of the opinion of the CSRC. Where it is
decided to approve the application, the SAFE shall give a written reply and issue a
foreign exchange certificate; where it is decided to disapprove, the SAFE shall send a
written notice to the applicant.

Upon the approval of the SAFE, the qualified foreign institutional investor shall open
a foreign exchange account and a special RMB account at the place of the trustee. For
opening the special RMB account, the qualified foreign institutional investor shall
apply to the SAFE with the following documents:

(1) A written application for opening a special RMB account;

(2) The Foreign Exchange Registration Certificate;

(3) The official custodianship agreement signed with its custodian;

(4) A written commitment by the custodian to supervise the use of funds in the special
RMB account;

(5) Other materials required by the SAFE.

The SAFE shall issue an approval document within 5 business days after the receipt
of the complete application documents. The custodian may open a special RMB
account for the qualified foreign institutional investor with the approval document,
and report relevant information to the SAFE for record within five business days after
the opening of the account.

4. Repatriation of Funds for qualified foreign institutional investors

If a qualified foreign institutional investors that needs to remit its principal abroad, it



shall apply to the SAFE with the following documents 5 business days in advance:
(1) A written application for the repatriation;

(2) The Foreign Exchange Registration Certificate;

(3) Other documents required by the SAFE.

Within 5 business days after receiving the complete application documents, the
SAFE shall issue an approval document if it approves such a remittance, and shall
reduce the investment quota of the qualified foreign institutional investor accordingly.
The custodian shall go through the procedures of purchase of foreign exchange and
remittance of the principal for the qualified foreign institutional investor with the
approval document.

If qualified foreign institutional investor needs to purchase foreign exchange to
repatriate their post-tax profits of the previous accounting year which have been
audited by Chinese CPA, the qualified foreign institutional investor should mandate
its custodian to apply to SAFE 15 days prior to repatriation together with the
following documents:

(1) Repatriation Application Form;

(2) Financial reports of the accounting year in which the profits are generated;

(3) Auditor's report issued by Chinese CPA;

(4) Profits distribution resolutions or other effective legal documents;

(5)Tax payment certificates;

(6) Other documents as required by SAFE.

The overseas receivers of the above-mentioned repatriation should be the qualified
foreign institutional investor themselves.

If a qualified foreign institutional investor needs to purchase foreign exchange in
order to repatriate its realized after-tax gains that has been audited by a Chinese
certified public accountant, it shall submit, in addition to the documents prescribed
above, its Foreign Exchange Registration Certificate and other documents required by
the SAFE.

A qualified foreign institutional investors shall entrust an domestic commercial bank
as its trustee to manage its assets, and entrust domestic securities company to handle



its domestic securities transaction activities.
5. Chinese new GEM and whether a QFII restrict can in shares on the new GEM

On 8 May 2009, the SZSE released the draft Rules Governing the Listing of Shares
on the Growth Enterprises Market of the Shenzhen Stock Exchange, seeking public
comment. The GEM board is expected to expand financing channels for small and
medium-sized enterprises, and start-up businesses, as the GEM board emphasises
growth potential more than profitability.

The China Securities Regulatory Commission (CSRC) said in an online statement that
all individual investors that had no less than two years of experience in stock trading
in China could apply to trade on the GEM, the country's first Nasdaqg-style stock
market.Counting of such experience would start from the day when the investor made
his or her first trading either in Shanghai or Shenzhen. The majority of current
investors registered on either exchange fall in that category, according to the
commission.

Foreigners are not allowed to open A-share accounts on the mainland, but they could
indirectly trade RMB-denominated A-share stocks via QFII funds that purchase such
stocks.

According to the Interim Provisions on Appropriate Management of GEM Market
Investors (Draft) issued on 8 June 2009, the investors of the GEM market can only be
investors that are qualified to invest in A-share market. A QFII can invest in publicly
listed shares on the Shanghai or Shenzhen Stock Exchange other than B shares, so a
QFII is qualified to invest in GEM market its trustee.

However, China has not yet announced the specific timetable for the launch of the
GEM.

6. Related Chinese laws and regulations

(1) Measures for the Administration of Securities Investment within the Borders of
China by Qualified Foreign Institutional Investors (Effective date: 09-01-2006;
Department: China Securities Regulatory Commission, People's Bank of China,
State Administration of Foreign Exchange);

(2) Administration of Foreign Exchange in Domestic Securities Investments of
Qualified Foreign Institutional Investors (Effective date: 12-01-2002;
Department: State Administration of Foreign Exchange);

(3) Notice of China Securities Regulatory Commission on the Relevant Issues
Concerning the Measures for the Administration of Securities Investment



within the Territory of China by Qualified Foreign Institutional Investors
China  Securities

(Effective

date:

Commission);

(4) Provisional Measures on Administration of Domestic Securities Investments of

09-01-2006;

Department:

Qualified Foreign Institutional Investors (Invalid)

(5) Interim Provisions on Appropriate Management of GEM Market Investors

(Draft)

(6) Rules Governing the Listing of Shares on the Growth Enterprises Market of the

Shenzhen Stock Exchange (Draft)

7. List currently registered QFII (By 2009 April)

No.| Chinese Name English Name Date of
Approval
1 T 4RAT UBS AG 2003/5/23
o BRI L b R 2R Nomura Securities 9003/5/23
Co.,Ltd.
- Morgan Stanley &
l 3 .
3 Féﬁifﬁi‘ bty Co. International 2003/6/5
PR 2 7] .
Limited
TR ER G RlA R Citigroup Global
4 8] Markets Limited 2003/6/5
5 A 7 Goldman, Sachs & | 52/7/4
Co.
Deutsche Bank AG
6 i AR AT 8¢ Deutsche Bank 2003/7/30
Aktiengesellschaft
TRV ,—| The Hongkong and
7 [® {%L{ifi‘%ﬁ” Shanghai Banking |  2003/8/4
HRR A . o
Corporation Limited
8 | iR AT ING Bank N. V. 2003/9/10
o | mEfgscimglm | PmorganChase o naiai30
Bank
EEEE (B Credit Suisse
10 ARRAF] (HongKong) Limited 2003/10724
Standard Chartered
11 37847 & #201T) Bank (HongKong) | 2003/12/11
Limited

Regulatory




H % 5 77 FA R

Nikko Asset

12 N ; Management 2003/12/11
A Co.,Ltd.
13| FEHER Merrill Lynch 2004/4/30
International
14 |1HAEARITAHBRAE|  Hangseng Bank 2004/5/10
KAFNEZ: SMBC #£  Daiwa Securities
15 Aot SMBC Co.,Ltd. 2004/5/10
= E R (K Lehman B_rothers
16 : = International 2004/7/6
M AFE]
(Europe)
R 2 Mg ARIA 35 7% | Bill & Melinda Gates
17 YN Foundation 2004/7/19
=) R
ST = E AR INVESCO Asset
18 NG| Management Limited 2004/8/4
19 (iR aq | ABN A,LV'\F;O Bank | 004/072
20| VEEPOIARAT Société Générale 2004/9/2
M 2t P B4 | Templeton Asset
21 PR 2 ] Management L td 2004/9/14
22 O S ARAT Barclays Bank PLC | 2004/9/15
il W g 4R AT iefr|  Dresdner Bank
[==]
23 NG Aktiengesellschaft 200419721
24 B IRHRAT Fortis Bank SA/NV |  2004/9/29
25| VEEEERERAT BNP Paribas 2004/9/29
Power Corporation of
O ﬁ Fr JN =
26 | hnEE KR A A Canada 2004/10/15
27| RJTICEARAT Calyon S.A. 2004/10/15
o Goldman Sachs
= NASRE=E"
28 m%.%{fﬁ HE Asset Management 2005/5/9
7N :
International
. Martin Currie
Lz| s s:
29 E&ngﬁk% ek Investment 2005/10/25
A Management Ltd
, Government of
Hhnd FHE .
30 o %gg&*ﬁ Singapore Investment,  2005/10/25
A Corporation Pte Ltd
31| 2 E R AlG Global 2005/11/14

Investment Corp




Temasek Fullerton

U LS SR
32 {"%%;i‘%&*ﬁ Alpha Investments | 2005/11/15
A Pte Ltd
B E R E AR JF Asset
33 NG Management Limited 2005/12/28
. The Dai-ichi Mutual
gq AT AEATREL ) e rance 2005/12/28
A H 44t
Company
35 | HT NI R RRARAT DBS Bank Ltd. 2006/2/13
TARHEAEAHR|  AMP Capital
36 VSl Investors Ltd. 2006/4/10
37| s kg | ScotiaBank S The 000,
Bank of Nova Scotia
EbELC 4 mh P~ L3 [E| KBC Financial
38 HIRAH] Products UK Limited 2006/4/10
La Compagnie
R EZ 525545 | Financierr Edmond
39 IRERAT de Rothschild 2006/4/10
Banque
40 HE &K 2 Yale University 2006/4/14
o e Morgan Stanley
| {é,—ﬁ
41 }E*&iﬁﬂj&,\ = Investment 2006/7/7
B/
Management Inc.
42 S B PR Prl\ljlier)]r:ggzlm':?lstet 2006/7/7
P INE
(i) HIRAT (Hongkong) Limited
43| HHAR KA Stanford University 2006/8/5
GE Asset
44 JEHEEHEAF|  Management 2006/8/5
Incorporated
45 | Kt A Onited Overseas 2006/8/5
Bank Limited
Jits 5 A% % PR A | Schroder Investment
40 PR 2> ] Mangement Limited 2006/8/29
ICFEKFER () HSBC Investments
41 #) HIRAHE | (Hongkong) Limited 2006/9/5
48 [  Z b  2t Shinko Securities 2006/9/5
Co.Ltd
1 Lk VR e At
49 FRERIAER Z P29 7| UBS Global Asset 2006/9/25

CRrimds) AR

Management




5

(Singapore) Ltd

Sumitomo Mitsui

=R ET
50 #giiga ) psset Management | 2006/9/25
a Company, Limited
51| R AT Norges Bank 2006/10/24
HIAT = EHA R Pictet Asset
> NG| Management Limited 2006/10/25
The Trustees of
BLIA », | Columbia University
53| #MetbmoRE: | : 2008/3/12
in the City of New
York
. . Prudential Asset
N AR
54 - j;fﬁm}k Management 2008/4/7
e Co.,Ltd.
Robeco Institutional
55 fif EHRELE /A F| Asset management 2008/5/5
B.V.
. e s State Street Global
56 ﬁi;ﬁ?%%jﬁ Advisors Asia 2008/5/16
A Limited
B4 R B R | Platinum Investment
> NG| Company Limited 2008/6/2
LU B KA BT 7= KBC Asset
>8 HARA A Management N.V. 2008/6/2
Mirae Asset
AR A Investment
59 N Management Co., 2008/7/25
Ltd
N SN ACE INA
7 e )
60 ﬁﬁ.%{%ﬂxjﬂﬁ International 2008/8/5
A Holdings,Ltd.
L Caisse de
5 ' Bt . )
61 th%&*% dép&aocirc;t et 2008/8/22
placement du Québec
President and
62 e NS Fellows of Harvard | 2008/8/22
College
. e 1o v 1 | D@MSUNG INvestment
63 —Eﬁii\i@ﬁﬁ Trust Management | 2008/8/25
z~

Co., Ltd.




AllianceBernstein

64 BRIEA R A . 2008/8/28
Limited

Oversea-Chinese
65 | 4R 1T IR 24 7] | Banking Corporation|  2008/8/28
Limited
First State
IR RS (K Investment

06 ED) HIRAF | Management (UK) 2008/9/11
Limited
KAFIIES5 4% 5% FT% DAIWA Asset
o S R N Management Co. 2008/9/11
Shell Asset
{é
68 |7 ,\/\jﬁ?ﬁlﬂﬁé Manafement 2008/9/12
Company B.V

69| Wiz [EFRA T. Rowe Price 2008/9/12
International, Inc.

\ S o pts Société Générale
e P A g = il

70 Asset Management 2008/10/14
R4 g
SA
71 B 15 B Credit Suisse 2008/10/14
KRERFEHAHIR UOB Asset
2 N Management LTD 2008/11/28
. , ABU Dhabi
%R
73| BIATA AL Investment Authority 2008/12/3
Allianz Global
e %
74 PEHEZIRGE Investors 2008/12/16
5 R
Luxembourg S.A.
75| w4 EERA Capital - 2008/12/18
International,inc.
=ZEHBIESE | Mitsubishi UFJ
70 HIRAF] Securities Co., Ltd. 2008/12/29
Hanwha Investment
i 24 At g
77 e ﬁ%{ ATUEE Trust Management 2009/2/5
g Co., Ltd
HrXTI7EHA R Emerging Markets
8 NG Management, L.L.C. 2009/2/10
g PSS A DWS Investment
79 A ] SA 2009/2/24

8. Possible policy changes related to foreign investment in Securities in China



Chinese foreign exchange regulator is to loosen its control over the Qualified Foreign
Institutional Investor (QFII) program, which allows overseas institutions to invest in
Chinese securities market.

The State Administration of Foreign Exchange (SAFE) is revising rules concerning
restrictions on QFIl money, and may cut down the lock-up period required before
QFII money is allowed to invest in the mainland market, however no timetable for
implementation of the reforms was given, nor were further details of how it would be
carried out released. It will be another major move in China's plan to further develop
its capital market through the introduction of QFII system since 2002, after the
regulator tripled the investment quota from US$10 billion to US$30 billion in
December in 2007.

According to the development of the Chinese securities market conditions, the
supervisory ability and the related WTO commitments, the opening of the securities
market of China will adopt the principle of gradual and orderly progress, proceed in a
positive and sound manner. The policy of opening to the outside world of the Chinese
securities market will progress, The Chinese securities market will continue to
improve its opening-up to the outside.



