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A Legal Update from Dechert LLP

Application Process for Qualified Foreign Institutional Investor (“QFII”)
License Substantially Shortened in China
Since its launch in 2002, the QFII program has been the principal means for foreign investors to invest
directly in China’s securities markets. This year, the China Securities Regulatory Commission (CSRC)
initiated extensive QFII reforms, one key outcome of which is that foreign investors find it much easier and
quicker to obtain QFII licenses. This is primarily due to reforms that have accelerated the QFII license
application process and reduced the volume of application documents required.

The QFII license application process includes the following two key steps:

1. Applying with the CSRC to obtain a QFII license; and
2. Obtaining an investment quota from the State Foreign Exchange Bureau (“SAFE”).

The CSRC reforms have made the first step, applying for the QFII license, quicker and less burdensome for
applicants. Based on the CSRC’s written rules, the agency should complete its review of an application
within 20 business days (i.e. around 1 month) upon its acknowledgement of receipt of a complete set of
application documents. However, in practice, this process had been significantly delayed, taking between 10
to 18 months. As a result of the CSRC’s reforms, the process is now estimated to take around 6 months, at
the successful conclusion of which the CSRC will grant the QFII license. Also as a result of the reforms, the
application documents to be submitted at this step are less burdensome than before. For example, only the
audited financial statements for the most recent year are required, in lieu of the old requirement to submit
audited financial statements for the previous three years. In addition, instead of the submission of the
applicant’s custodian agreement with the custodian bank, only a letter authorizing the custodian bank to
provide custodian services is required to be submitted. Articles of association (or other constitutive
documents of the QFII applicant) are no longer required. Furthermore, foreign investors will be able to apply
for QFII licenses and file compliance reports electronically.

Upon receiving the QFII license from the CSRC, obtaining an investment quota from the SAFE will permit a
QFII license holder to make investments up to the maximum investment amount set by SAFE. As a result of
the QFII reforms, the SAFE process has been expedited so that it is estimated to take only 1-3 months to
receive a QFII quota. This process typically took longer pre-reform.

In a clear sign of the impact that the expedited application process has already had on foreign investors in
the securities market, during the first nine months of this year, 53 foreign investors obtained QFII licenses,
compared with a similar number during the past three years combined. Seven entities obtained QFII
licenses this September, compared to 13 during all of 2010 and 19 during all of 2009. Chinese
governmental authorities, including the CSRC, are endeavouring to attract more foreign investment into
China’s securities market, and the QFII regulatory reforms are one sign of this governmental policy.
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