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Bo Yan and Taoye Ye of  Haiwen & Par tners di scuss CBIRC’s amended rules governing

the regulator y approval s of  non-bank f inancia l  insti tutions, which lowers the bar for

foreign investment in  national  asset management companies. 

On March 27, 2020, the China Banking and Insurance Regulator y Commission (CBIRC) ,

China’s banking and f inancia l  insti tution regulator, i ssued the Implementing Measures

on Admini strati ve Permission Matters of  Non-Bank Financia l  Insti tutions ( the 2020

Measures)  (非银行金融机构行政许可事项实施办法), which immediately took ef fect and

replaced those promulgated in 2018 ( the 2018 Measures) . 

Thi s regulation change, together wi th recent developments in  the non-performing

loans (NPL)  sector, signal s China’s wi l l ingness to fur ther open up i ts NPL market to

foreign investors. In  par ti cular : ( i )  entr y into the China-U.S. trade deal  which permi ts

U.S. f inancia l  ser vi ce providers to apply for provincia l  asset management company

(AMC)  l i censes; and ( i i )  endorsement by local  governments to set up other forms of  NPL

investment platforms by foreign investors wi l l  be di scussed. 

Changes  under  the 2 0 2 0  Measures  

Compared wi th the 2018 Measures, the 2020 Measures made the fol lowing changes

regarding foreign investment into asset management companies at the national  l evel

(National  AMCs) : 

foreign investors are no longer requi red to be a strategic investor in  order to invest

into a National  AMC; 

CBIRC’s prior approval  wi l l  no longer be requi red so long as the investor holds or

acqui res, on an accumulati ve basi s, no more than 5% of  the shares in  a National  AMC

and does not have signi f i cant inf luence on the operation and management of  such a

company; and 

shareholders other than major shareholders are no longer subject to a f i ve-year lock-

up. A “major shareholder ” i s def ined as a shareholder holding 5% or more of  the

shares or other wise having signi f i cant inf luence on the operation and management. 

In  addi tion, back in 2018, CBIRC removed the shareholding cap on foreign investment

in National  AMCs (20% for a single foreign investor and 25% for an enti re foreign

investment) . Hence, in  theor y, a  foreign investor can hold shares of  up to 100% in a

National  AMC. 

The 2020 Measures set out the qual i f i cation requi rements of  foreign investors for a

National  AMC (see the table below for the l i st of  requi rements) . The way the 2020

Measures are drafted seems to indicate that such qual i f i cation requi rements only apply

to foreign investment into an exi sting National  AMC (as opposed to a greenf ield

incorporation of  a new National  AMC by foreign investor( s) ) .  However, based on past

experience deal ing wi th other types of  f inancia l  insti tutions, i t i s l i kely that the
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regulators wi l l  apply the same qual i f i cation standards when approving a greenf ield

incorporation. I t should be noted that under the 2020 Measures, qual i f i ed foreign

investors are l imi ted to foreign incorporated f inancia l  insti tutions. 

L egal  f ramework of  set t ing up local  A MCs 

Pursuant to Ar ti cle 4.5(2)  of  the China-U.S. Phase One Trade Agreement ( the Trade

Deal ) ,  U.S. f inancia l  ser vi ces providers can apply for AMC l i censes in  China that would

permi t them to acqui re NPLs di rectl y f rom Chinese banks beginning wi th provincia l

l i censes. 

However, the 2020 Measures only apply to foreign investment in  National  AMCs (as

opposed to asset management companies at the provincia l  l evel  ( Local  AMCs) .

Fur thermore, the current legal  f ramework governing Local  AMCs (Local  AMC

Regulations)  does not speci f i cal l y address the ci rcumstance of  investment into, or

greenf ield incorporation of, Local  AMCs by foreign investors. Such Local  AMC

Regulations primari l y include: ( i )  the China Banking Regulator y Commission, Ci rcular

on Relevant Issues Such as the Cri teria  for Recognizing the Qual i f i cations of  Local  Asset

Management Companies for Carr ying out Batch Purchase and Disposal  of  Non-

Performing Assets of  Financia l  Enterpri ses (关于地方资产管理公司开展金融企业不良资产批量收购

处置业务资质认可条件等有关问题的通知) (No. 45 [2013]  of  the China Banking Regulator y

Commission)  (Ci rcular 45) , ( i i )  the General  Off i ce of  the China Banking Regulator y

Commission, Letter on Appropriately Adjusting the Relevant Pol i cies for Local  Asset

Management Companies (关于适当调整地方资产管理公司有关政策的函) (Letter No. 1738 [2016]

of  the General  Off i ce of  the China Banking Regulator y Commission)  ( Letter 1738) , and
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( i i i )  the General  Off i ce of  the China Banking and Insurance Regulator y Commission,

Ci rcular on Strengthening the Regulation of  Local  Asset Management Companies (中国银

保监会办公厅关于加强地方资产管理公司监督管理工作的通知) (No. 153 [2019]  of  General  Off i ce of

the China Banking and Insurance Regulator y Commission)  (Ci rcular 153) .

I t i s possible that CBIRC may i ssue regulations and/or guidel ines governing foreign

investment in , or greenf ield incorporation of, Local  AMCs down the road. 

Based on the current Local  AMC Regulations, the key points are summarized as fol lows: 

Approval  authori ty: The incorporation of  a Local  AMC must be approved by local

government at the provincia l  l evel , which wi l l  then be f i l ed wi th the Mini str y of

Finance and CBIRC. In  practi ce, CBIRC reviews the shareholding structure and the

background of  the shareholders before of f i cia l l y endorsing the incorporation.

Therefore, in  essence, CBIRC has cer tain di scretion over the incorporation of  Local

AMCs. In  terms of  the incorporation of  foreign-invested AMCs, i t i s sti l l  uncer tain

whether the power of  approval  would remain wi th local  government or be recla imed by

CBIRC. 

Terri toria l  restri ctions: Unl ike National  AMCs, Local  AMCs are only a l lowed to purchase

NPLs in bulk  f rom banks and other f inancia l  insti tutions located in the province where

such Local  AMC are incorporated. Therefore, the location of  the Local  AMC i s cri t i cal  to

i ts business development. Under the current f ramework , in  principle, each province can

only have two Local  AMCs. For those provinces in  which banks are acti ve in  di sposing

NPLs, the quota of  setting up Local  AMCs has been used up. As such, foreign investors

should careful l y consider the location of  the incorporation by tak ing into

consideration of  both the suppl ies of  NPLs in  such a province and the market

competi tion. 

Incorporation requi rements: The minimum regi stered capi ta l  for incorporating a Local

AMC i s Rmb1 bi l l ion, and such regi stered capi ta l  must, in  principle, be contributed

before the Local  AMC commences operation. The capi ta l i zation requi rement i s more

rigorous compared to that for setting up other types of  NPL investment platforms (e.g.

a Super WFOE or an FLP as set out below)  and may cause serious capi ta l /cash trap

i ssues for investors, whereas foreign investors of  non-l i censed NPL platforms have more

f lexibi l i ty when in jecting capi ta l  in  l ine wi th the investment timetable.

Qual i f i cations of  foreign investors: In  determining the foreign investor qual i f i cations

for setting up Local  AMCs, reference may be made to the qual i f i cation requi rements

under the 2020 Measures. Considering that Local  AMCs do not consti tute f inancia l

insti tutions in  nature, the qual i f i cation thresholds for foreign investors in  Local  AMCs

wi l l  l i kely be lower compared to those in National  AMCs. 

Possibi l i ty for non-U.S. investors: Al though the preferentia l  treatment under the Trade

Deal  only appl ies to U.S. f inancia l  ser vi ces providers, there i s a chance that such

treatment may al so be extended to non-U.S. investors. There has been speculation in

the market that CBIRC i s l i kely to grant the same treatment to a l l  foreign investors on a

non-di scriminator y basi s when promulgating implementation rules. 

Compl iance regime: There are no uni f ied rules governing the operation and compl iance

of  Local  AMCs. Such compl iance and ri sk  control  measures are primari l y promulgated

by provincia l  governments, which may include capi ta l  adequacy ratios and l iquidi ty

requi rements, and thus var y f rom local i ty to local i ty. 
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Other  opt ions  f or  es tabl ishing NPL  investment  plat f orms 

In  addi tion to National  AMCs and Local  AMCs, there are two al ternati ve structuring

options for foreign investors to set up thei r NPL investment platforms in China. 

(1 ) Es tabl ishing a  Super  WFOE 

Foreign investors may establ i sh a whol l y foreign-owned company in China that can

purchase NPLs f rom National  AMCs, Local  AMCs and other insti tutions ( subject to the

breadth of  i ts approved business scope)  ( the Super WFOE) . I t should be noted that a

Super WFOE cannot acqui re NPLs in  bulk  f rom banks and other f inancia l  insti tutions.

The shareholding structure of  a Super WFOE i s as fol lows: 

There are no clear ru les or guidel ines regulating the establ i shment of  a Super WFOE

(e.g. qual i f i cation requi rements of  foreign investors, regi stered capi ta l  or other

incorporation requi rements) . The appl i cation for such Super WFOEs must be reviewed

and approved by the local  government on a case-by-case basi s. At l east f i ve Super

WFOEs have been approved and incorporated. 

(2 ) Es tabl ishing an FL P 

Foreign investors may al so elect to establ i sh a foreign-invested l imi ted par tnership in

China (FLP)  and addi tional  l imi ted par tnership(s)  underneath the FLP, for the purpose

of  purchasing NPLs f rom National  AMCs, Local  AMCs and other insti tutions. The

shareholding structure of  such an option i s general l y as fol lows ( subject to adjustment

based on local  regulator y requi rements) : 

Simi larl y, there are no clear ru les or guidel ines regulating the establ i shment of  such

structure. The appl i cation must be reviewed and approved on a case-by-case basi s.

However, some local  governments have suppor ted the establ i shment of  such a

structure. 

Conclus ion

The NPLs f rom commercia l  banks have exceeded Rmb2.4 tri l l ion as of  31 December 2019

according to stati sti cs released by CBIRC, and i s expected to fur ther increase as a resul t

of  the recent Covid-19 pandemic. I t has become an urgent task  for the government to

accelerate NPLs di sposal  and expand the di sposal  channels for preventing and

mitigating f inancia l  ri sks. Against such background, J i antou Zhongxin Asset

Management Co., Ltd. has been approved to be conver ted into a National  AMC,

break ing the 21-year drought, and many local  governments are a iming to set up new

Local  AMCs. 

Foreign investors have al so shown growing interest in  China’s NPL market and are

exploring to set up onshore investment platforms to enhance thei r access to the NPL

oppor tuni ties. I t i s expected that the 2020 Measures and the potentia l  new rules

governing foreign investment in  Local  AMCs wi l l  bring new oppor tuni ties to foreign
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i nvestors. 
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