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New horizon for doing business in Shanghai — launch of the Pilot Free Trade Zone

China (Shanghai) Pilot Free Trade Zone (Shanghai PFTZ) officially commenced on 29 September 2013. The
launch of the Shanghai PFTZ will bring benefits and new business opportunities for both foreign and domestic
investors on their inbound and outbound investments respectively.

Simplified administration on investment

In general, foreign investment into the Shanghai PFTZ will enjoy national treatment. In other words, except for
the sectors specified in the ‘negative list’, all foreign investment enterprises and projects are subject to a record
filing system (just like their domestic counterparts) instead of the normal approval system. The simplified
administration is expected to largely alleviate the foreign investors” administrative burdens at the entry stage.



From an outbound investment perspective, the Shanghai PFTZ is committed to encouraging domestic companies
to invest abroad. Domestic companies in the Shanghai PFTZ are only required to file a record for ‘general’
outbound investment projects, rather than going through the normal time-consuming approval process with
relevant government authorities. It remains to be seen how the relevant authorities will define the scope of
‘general’ outbound investment projects.

Flexible system for business registration

Business registration is more flexible for all companies in the Shanghai PFTZ, irrespective of their source of
capital. The amount of registered capital of a company will generally be based on the amount of capital
committed by the investor instead of the paid-in amount. This change is likely to save investors from the
administrative burden of capital verification.Where certain business activities are subject to special permits, such
permit will no longer be a prerequisite for business registration. In other words, companies can first register for
the business license, start other business activities that do not require the permit, and then apply for the special
permit for specific business activities. In addition, the corporate annual inspection system will be replaced by an
annual reporting system for all companies in the Shanghai PFTZ.

Further opening-up of service sectors

The General Plan provides relaxed investment policies for 18 sectors in 6 service categories covering finance,
shipping, commerce, professionalism, culture and social services. It includes relaxation of regulations on investor
gualification, minimum capital, shareholding percentage and business scope. Most of the relaxation is intended
for foreign investors with some are for domestic companies.

However, it is noted that foreign investment into some of the opening-up sectors (e.g. job intermediary, travel
agency, education, etc.) is also included in the ‘negative list’ and subject to the approval process. In addition,
according to existing laws and regulations, a special permit from relevant authorities is still required for some of
the sectors such as value-added telecommunication operations, healthcare, etc.

Preferential tax treatment

The General Plan does outline some tax incentives to promote investment and trading in the Shanghai PFTZ. To
name just a few:

® Investors injecting non-monetary assets as capital into the companies in Shanghai PFTZ may average the
premium arising from the asset appreciation over five years for CIT and Individual Income Tax (IIT)
purposes.

® High demand talent or professionals in short supply may enjoy preferential 11T treatment equivalent to those
available in Zhongguancun in respect of gains derived from share-based payment granted by companies in
the Shanghai PFTZ.

® Branches of financial leasing companies in the Shanghai PFTZ may be eligible for pilot VAT refund.

® Certain aircrafts purchased from overseas by domestic leasing companies in the Shanghai PFTZ and
subsequently leased to other domestic airline companies may be entitled to preferential import VAT
treatment.

Some of the above tax incentives will enable companies in the Shanghai PFTZ to enjoy the same benefits
available to certain other encouraged regions in China and/or to their domestic counterparts.



The newsletter is merely provided to our clients and those who have interest in our business for reference. We’ll
do our best to ensure the accuracy of the information in the newsletter. We have to remind you that the content in
the newsletter is abstracted from relevant documents, and therefore in practice the original documents should be
used for reference. Meanwhile, we welcome all of you to consult professionals in our firm regarding the
information in the newsletter, and also welcome all of you visit our website www.deancpa.com.cn. We will render
affordable and value-added services to our clients. If there is a discrepancy between Chinese and English
versions, Chinese version will prevail.
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