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I. Brief Introduction 
 
The widely publicized China (Shanghai) Pilot Free Trade Zone (“Shanghai FTZ”), 
officially established on 29 September 2013, aiming to develop a new international 
financial and economic center and a new trade form, will compete with Hong Kong 
and Singapore. Shanghai FTZ will have great impact on functional transformation of 
government, opening up of service sectors, transformation of trade development 
approach, innovation and opening up of financial services and improvement of 
regulatory supporting systems. This article intends to give you a brief introduction to 
the impact on Chinese Cross-border Investment by the new system of Shanghai FTZ. 
 
II. Impact on Inbound Investment by Foreign Investors 
 
A. The “Negative List” mechanism 
 
For inbound investment outside Shanghai FTZ, foreign investors shall have to check 
The Catalogue of Industries for Guiding Foreign Investment (2013 Amendment) 
(“Catalogue”), which categorize foreign investment projects as “encouraged”, 
“restricted” and “prohibited”. Foreign investment projects outside Shanghai FTZ are 
subject to pre-approval by the Ministry of Commerce (“MOFCOM”) or its local 
department and the National Development and Reform Commission (“NDRC”) or its 
local department. Restricted foreign investment projects usually remain subject to 
certain restrictions and need to be pre-approved by an authority at a higher level. 
 
Pursuant to Special Administrative Measures (Negative List) on Foreign Investment 
Access to the China (Shanghai) Pilot Free Trade Zone (2013), now for inbound 
investment in Shanghai FTZ, foreign investors do not need to check the Catalogue but 
a “Negative List”. In short, for the projects falling outside the “Negative List”, 
pre-approval is replaced with filing procedures for foreign investment projects (with 
the exception of areas specifically defined by the State Council); For projects falling 
in the “Negative List”, pre-approval is still required and certain restrictions or 
prohibitions may still apply.  
 
The “Negative List” mechanism is in line with the international practice and has 
greatly expanded the scope of industries for foreign investment. The currently 
applicable “Negative List” is the 2013 version, which will be amended by Shanghai 
Municipal Government each year. 
 
B. Unprecedented opening-up in Service Industry 
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Pursuant to Measures to open up the service sectors in the China (Shanghai) Pilot 
Free Trade Zone, an appendix to Framework Plan for the China (Shanghai) Pilot 
Free Trade Zone, many sectors in service industries in Shanghai FTZ, including 
financial service, transportation services, commerce and trade services, professional 
services, cultural services and public services, are selected to be enlarged and opened 
for foreign investors in terms of the relevant market access restrictions such as 
requirements on the qualification of investors, limitations on foreign shareholding 
percentage, restrictions on business scope, etc. are suspended or cancelled. 
 
For example, wholly foreign-owned entertainment facilities will be allowed to set up 
and provide service in Shanghai FTZ; Establishment of Sino-foreign cooperative joint 
venture education and training institutions and vocational skills training 
institutions are allowed in Shanghai FTZ. 
 
C. Facilitation of Inbound Investment Procedures 
 
(a) “One Application Form, One Service Window” Mechanism 

 
For investment outside Shanghai FTZ, foreign investors have to go through 
several government authorities one by one to apply for approval, licenses, 
certificates and registration for running a business. 
 
For investment in Shanghai FTZ, foreign investors only need to submit “one 
application form” with required documents to “one service window”, and the 
Business License, Organization Code Certificate, Tax Registration License, etc. 
will be issued within several days. The reason for this change is that a joint 
working system composed of different government departments is implemented 
in Shanghai FTZ to cover the areas of industry and commercial administration,  
tax administration and other governmental authority to enhance government 
efficiency.  
 
So it is now very convenient and time-efficient for foreign investors to establish 
business entity in Shanghai FTZ. 
 

(b) Change from Registered Capital to Authorized Capital 
 
For companies registered in Shanghai FTZ, the shareholders do not have to 
comply with the minimum amount of registered capital or pay up the registered 
capital within 2 years. Pursuant to Procedures for the Administration 
of	  China	  (Shanghai) Pilot Free Trade Zone and other relevant regulations, the 
concept of registered capital is replaced with authorized capital. There is no 
minimum amount for authorized capital with the exception of the registered 
capital requirement for special enterprises otherwise provided by laws and 
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regulations. Shareholders can independently agree on and state the amount of 
authorized capital, the mode and time limit of capital contribution in the 
company’s article of association.  
 
This change has greatly reduced the difficulty of establishing an entity in 
Shanghai FTZ by foreign investors. 
 
It is worth noting that PRC Company Law was also newly amended in this 
respect, which will take effect from 1 March 2014. The new amendment, mainly, 
(i) the law will no longer request the minimum amount of the registered capital, 
but the shareholders shall commit to pay the capital contribution that they pledge 
in the articles of association of the company, (ii) the law will no longer request 
the time limit of capital contribution, but the shareholders shall commit to pay the 
capital contribution in accordance with the timeline that they pledge in the 
articles of association; (iii) the law will no longer request the percentage of the 
capital contribution in cash, etc. But before the amended Company Law takes 
effect, foreign investment outside Shanghai FTZ shall still abide by the old 
registered capital mechanism. 
 

(c) Change of companies that are already registered in Shanghai FTZ is more 
streamlined.  
 
Change of the business scope, director, articles of association, business period, 
etc of a foreign invested company that is already registered in Shanghai FTZ is no 
longer subject to pre-approval. “One Application Form, One Service Window” 
mechanism also applies to such case. However, if the business to be added falls in 
the “Negative List”, pre-approval needs to be obtained. 

 
III. Overseas Investment by companies registered in Shanghai FTZ 
 
A. Streamlined Procedures of Overseas Investment 
 
For overseas investment by companies not registered in Shanghai FTZ, the 
pre-approval by NDRC or its local department and the pre-approval by MOFCOM or 
its local department shall be obtained before bidding for overseas projects or 
purchasing any share of overseas companies. In general, the pre-approval takes 
several months or even longer, the overseas investment application documents are all 
required to be submitted, and lots of communications with the government to do. 
 
Pursuant to Procedures of China (Shanghai) Pilot Free Trade Zone on the Filing 
Administration of Overseas Investment Projects and Procedures of	  China	  (Shanghai) 
Pilot Free Trade Zone on Filing Administration of Investment in Businesses Overseas, 
overseas investment by companies registered in Shanghai FTZ is no longer subject to 
the pre-approval but record filing, which generally only takes a few days. The 
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application documents for overseas investment projects and investment in business 
overseas shall be submitted to the Management Committee of Shanghai FTZ, which is 
now the authority being responsible for the record-filing in this regard with certain 
exceptions otherwise provided by laws and regulations.  
 
B. Loosening of Foreign Exchange Control 
 
The foreign exchange registration procedures for overseas investment are already very 
streamlined. Pursuant to the Opinions on Financial Support On the Construction of 
China (Shanghai) Pilot Free Trade Zone issued by Central Bank of China, the foreign 
exchange registration procedures for direct investment are further loosen. Company 
registered in Shanghai FTZ may directly go through the cross-border collection and 
payment, and foreign exchange business involved in direct overseas investment with 
banks, while ex-post regulation shall be strengthened in this regard. 
 
Particularly, direct overseas investment in RMB by company registered in Shanghai 
FTZ is being encouraged and streamlined. Company registered in the Pilot Shanghai 
FTZ may, as required by its own business, carry out innovatory RMB cross-border 
business to facilitate the cross-border use of RMB. Banking financial institutions in 
Shanghai may directly handle cross-border RMB settlement business under current 
accounts.  
 
C. Conception of treating the company registered in Shanghai FTZ as an SPV 

for overseas investment 
 
Some listing companies and investment funds are now seeking indirect overseas 
investment due to the reason that overseas investment by a company registered in 
Shanghai FTZ is very time-efficient and cost-efficient. One structure is that a 
company is established in Shanghai FTZ for the purpose of acquiring shares of an 
overseas company, and then the listing companies and investment funds outside 
Shanghai FTZ acquires the shares of the company registered in Shanghai FTZ so as to 
hold the shares of an overseas company indirectly. In this structure, the company 
registered in Shanghai FTZ is served as an SPV for the purpose of overseas 
investment, which replaces the Hong Kong company, BVI company that are 
traditionally served as an SPV in an overseas transaction structure. 
 
IV. Expectation for Further Opening-up 
 
Since Shanghai FTZ is newly established, most policies and regulations remain to be 
explained and implemented in detail. For example, the detailed implementation 
measures of the Opinions on Financial Support On the Construction of 
China (Shanghai) Pilot Free Trade Zone issued by Central Bank of China will be 
promulgated within a couple of months.  
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We are looking forward to system innovation and pilot programs in the financial field, 
including full convertibility of currencies, interest rate liberalization, especially the 
free-trade account (“FTA”), being carried out in the Shanghai FTZ, which would 
provide more options and support for investors to set up investment structure and 
reply on international financial market.  
(written on January 23, 2014) 
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