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Following a framework regulation® regarding the such entity.

opening-up of value-added telecom services
(“VATS") for foreign investments in Shanghai Free
Trade Zone (“FTZ") issued by the Ministry of
Industry and Information Technology (“MIIT") on
January 6, 2014 (the “Opening-up Opinion”)?,
MIIT finally issued long-awaited implementing
guidance on April 15, 2014, titled, “Pilot Measures
of Foreign-invested Value-added Telecom Services
within the China (Shanghai) Pilot Free Trade Zone”
(the “Pilot Measures”).

The Opening-up Opinion has liberalized seven
VATS sectors to foreign investors with five of them
released for full foreign ownership, while kept silent
on implementation-level provisions, such as, the
qualifying criteria for a foreign investor to set up a
foreign-invested enterprise (“FIE") in the FTZ
carrying out VATS business, and the related
application/approval process that should be
followed to apply for a VATS license. With the
release of the Pilot Measures, a foreign investor
should be able to initiate their actions to
incorporate a foreign-invested telecom enterprise
(“FITE") and enter into the VATS sector through

! The regulation is titled as “The Opinion on Further Opening-up of
Value-added Telecom Services for Foreign Investment in the China
(Shanghai) Pilot Free Trade Zone”.

2 For summary of and comment on the Opening-up Opinion, please refer
to our legal bulletin titled “Further Opening-up of Value-added
Telecommunications Services in the FTZ” released on January 13, 2014.
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(1)

Highlights

Similar Qualifying Criteria with Increased
Attention to Network Security and Personal
Information Protection

The Pilot Measures lay out the qualifying
criteria for a FIE registered in the FTZ to
engage in the VATS business, which are
similar as those under the Administrative
Measures on Telecom Service Operation
License (the “Telecom License Measures”),

the regulation governing all the telecom
service providers in China, and the
Regulations on Administration of

Foreign-invested Telecom Enterprises (the
“FITE Regulations”), the regulation governing
all FITEs outside of the FTZ, with the following
differences or additional requirements,

() Existing FIEs to apply for VATS license:
The Pilot Measures clearly provide that an
application of the VATS license should be
made by an existing FIE registered in the
FTZ; while under the FITE Regulations,
the application could be made after the
FIE is in place or in parallel with the FIE
establishment process.

(i) Reqistered capital: Under the Telecom




(iii)

License Measures, the minimum
requirement of the registered capital for a
FITE should be RMB 1 million for VATS
provided within provincial region and RMB
10 million for VATS provided nationwide.
However, in the FTZ, the minimum amount
of the registered capital for the FITE has
dropped to RMB 1 million for VATS
provided nationwide.

Network security and personal information
protection: In addition to the qualifying
criteria provided same as those under the
Telecom License Measures and the FITE
Regulations, the Pilot Measures
emphasize that a VATS license holder in
the FTZ must establish necessary network
security and personal information
protection safeguarding system and
measures, which reflect the stress that the
Chinese government has put on in recent
years.

(iv) Eacilities: Following the same provided in

v)

the Opening-up Opinion, the Pilot
Measures continue to require the FITEs to
base their service facilities in the FTZ.
Nevertheless, in consideration of the
technical complexity and increasing
creation in the business model of VATS
sector, we view that the scope of service
facilities could be further discussed with
the authorities where it is not entirely clear
under a particular case.

Foreign _investors’ relevant experience:

The Pilot Measures do not lay down any
requirements for the business background
of the foreign investors. However, taking
into account the provisions of the
Opening-up Opinion as well as the fact
that the relevant requirement on foreign
investors under the FITE Regulations is
still valid, we view that the foreign
investors applying for the VATS license in
the FTZ must have good track record and
experience of running business in the
VATS sector.

(2) Simplified Approval Process with

Delegation of Approval Authority

Compared with approval process under the
FITE Regulation, it is encouraging under the
Pilot Measures that the approval process for a
VATS license has been simplified, with the
delegation of approval authority from central
level MIIT to its counterpart at Shanghai level.

(i) Delegation of Approval Authority: Instead
of MIIT, Shanghai Communications
Administration (“SCA”), MIIT’s counterpart
in Shanghai, will be responsible for review
and approval of the VATS license
application in the FTZ, even if the services
in concern may be provided nationwide.
Though the Pilot Measures require SCA to
file with MIIT for projects it has approved
at a later stage, the delegation of the
approval authority will not only shorten the
applicants’ waiting period but also facilitate
the communication channel between the
applicants and the approval authority.

(i) Simplified Approval Process: The system
applicable for the VATS license application
outside of the FTZ under the FITE
Regulations establishes two-phase
approval process, i.e. pre-approval phase
from MIIT or its counterpart at provincial
level and final approval phase from MIIT
system after an applicant going through
the approval and registration formalities
with competent branch of Ministry of
Commerce and Administration for Industry
and Commerce. Under the Pilot
Measures, the approval process has been
simplified in one phase dealing with SCA
only and accordingly, the time limit for the
authority to review each application has
been shortened from the previous 90 days
at central level MIIT to 60 days at
Shanghai level only.

(3) “Pilot” VATS License with Annual
Inspection System

It is noticeable that the valid term of a VATS
license issued to the FITE established in the
FTZ will be temporarily fixed at 3 years. The
Pilot Measures keep silent on what would
happen or how to extend the term when the
“pilot” 3-year period is expired.



Adopting the annual inspection system from
the Telecom License Measures, the Pilot
Measures require the FITEs in the FTZ to
submit certain materials to SCA for an
inspection on an annual basis in the first
quarter of each year. Same as that under the
Telecom License Measures, SCA will impose
administrative sanctions to a FITE for any
non-compliance of regulatory requirements
exposed in the course of the annual inspection.
Furthermore, SCA will publish the outcome of
annual inspection and report same to the

its door in the VATS sector starting from the
pilot program in the FTZ.

The relaxation of the foreign equity ownership
restriction and simplification of the approval
procedures will not only facilitate the entry of
foreign investors in the VATS market, but also
render it possible for certain VATS businesses
that have been run via outsourcing or Variable
Interest Entity (VIE) structure to be operated
lawfully and economically from now on. More
encouragingly, the opening-up policies in the
FTZ enable the foreign investors to provide

ré)levant Administration  of Industry and services nationwide, through their FITEs
ommerce. established in the FTZ.
IIl. Comments Considering that the Opening-up Opinion and

The telecommunications sector has been
highly regulated in China, and due to the
sensitivity of this industry, foreign-funded
market players have been restricted in this
area for a long time. With the release of the
Opening-up Opinion and the Pilot Measures, it
is expected that China’s government will open

the Pilot Measures remain unclear at certain
points, we will closely follow up the actual
move and issuance of VATS licenses in the
FTZ in next months, and further assess the
implications and implementations of this
“first-ever” opening-up policies.

Ning LIU Partner Tel:
Wei CHEN Partner Tel:

86 21 2208 6306
86 10 8519 2788

Email: liun@junhe.com
Email: chenwei@junhe.com

This document is provided for and only for the purposes of information sharing.
document constitutes any legal advice or opinion of Jun He.

Nothing contained in this



%5492 R

Tol

JUNHE

20144 4 A 30 H

S5 B9 R XSk T S SR

b R X HE AR S IRBUR (2D
(hE (L#) BHR SRR XINEREEERE A FEL SR EEIMNE

i

—. TERNE

H 2014 4£ 1 H 6 H, ToLAMSEALE (BLF
fEIFR“TASER) L NREBUFBES WA (T
HE CEdD H R SR X — 28 X A i
RS I L) CBLU R AT E ™D Lok, k.
R—HEHAMF UK (FE () BHAESREX
AP PR A E B AL S B B M) (LR
fRiFRR A IPE" IR T 2014 4 4 15 H IE XA

X E BRI VE LS, FA Tt — L8 ] 3
G T HRBUG TR o DURHATRHK m 0%
AR X 5 A R TR R BN R T .

=, NENE

B A E, BRITANEEEF O TR
s

(1) HiEFRM

PATEER], WA INER SR =5 T HRAKX
P AN 158 Aol F S S LA L S5 A SR 2% o ik
RINERTHIEFRFNNES CRELFLEFR]
BEIME) (LUN IR AT EEIMNE") ARH KL,
BB MR VR R B MEAE W R U7 T A AE
EAENEF

(i) FEMBEA

R IR T A B AS < ) B A PR AT 2 9 A

R 100 5T, MR EEINEIE, E8 %R IXIE
WEE FEM A SR RICRAZ AR T 100 /

TG EE A 4 B 1 A 2 X e 2 P M
WA M RARRFZ AT 1,000 /575, RIEIFK
BEILIIRE , BRIRF IR AR SS A1, B S IX A A
$E A LS 55 7T DA A BRI 55 o AR i 7
A MERE, £ 8 HIX AR IEM EAAK
T AR 100 Fniah e el #m] [a) 4 fE 5
P HAE ML 55 AR 55 (PR R AR 5 BR A1) o

UL B, BATE M T A ORI =
W, MRERDGH THEMEE. (HHEXE RIF
AR B X P B S A0 7 A% B A A Ak A
I 4 [ B A F A5 b 25 AR 85 B, A e] TE 200 FH
AJE R IME R E BV A 1) A IR PR AT R
1,000 /3 CHIEEH

(i) AR5 vt

A IMER R T H R X AR AR %
A FBAS A IR S W AT AE H A X N . 1X—
RS IO W B RUE — A A ) . (25 R 215
EGERENE e SN E S o NI =83 DN P
R, AT RS Vit DA B R 55 T it 4] 4/ S S BBl ]
FE, AR BRI R E 2 IR Y
H FRAE A BARTE 0L, 5 AH QUM 13247188
TN o

(i) 2% 515 0224

WA IMERE A 9808 11T A B R LA Al
A Wb K W 4% 5505 S 2 A ORI R FE AN it . X —
w5 R R SR T 5 R i B B I 2% 22 A 1 A5 T A



HYIMKK . ARPTAR, BiEEEFLoR, FHE
WU i BE AL 26 22 4x, NI T L 1 v e pd 2%
ZANE BTSN, HE s AEEZ
PURB I DT N PRI, SRATE A & T4 A B XOT
JEE RS R, /R B A5 B2 aTs
T B2 5 BT T s 55 AR L PR ] FEE AT 47 it o
(2 FIRSURMS B RER

HARER D], W INEF RIS M 2 RIER
A BEIT AT AN S B3 S5 B SR U7 T #EAT 5 O W
FIREE o (HFRATTERME, SRR M LR A S Y
P VR R ORTE RSO, BATE R T LUK
BEA 2 T i

(i) TR

FL b, WRUINEE N R X NS s
FLE 55 BURTE BT T, HLN R 2 (2
U FE UM 8 17T 5737 IRE e 1 Sy J3E 508 A 5 1] 7t gt
ATHRE « R 52 DX P A 5 5 M R £ b 55 T T 4t
BRARLE , BAE(EANR T B AR O (E F 50k 55 &
AT R LI B SER PR RE . T 2 KN S RO U
JHIE o B IME R BRI TR T BOE E A
55 K AN 7 B LA B e A bl AR AT . A R
TGS WEIRLE, ATRAZH AT 2014 4 1 A
13 HRAR HIA I 72 3

(i) AhBET HER

BURIME IR AR B [ MOl 54
HEOR . HEATEEDR], RIS WRE, £

X AR St (OB LA Al B E )
CEURfafResh Bt e lE™), flt— Bt (T
fErpE (L) B 55 A 5 X A AT
T2 AN ] 55 ¢ SO R RE 1RO AT BUH HE B0 Ry
T BRI P E ) CRAR TR TR B s LR E ™) 1
E, AT LRI LS FLE h o8 T AR5 558 A
M SR RUE AR SE R R SERE, B, ARFESM B
ERUE S 2R BRLE 78 H S LB A 2
I RE L R AN T E R N A 2 E Y
HHEEL S 1) RIS E 25

Ft, FATHE W TAHSRBUG I TREI, 45
MKRE RAA, LlgiERE )R (RUR @
R K2 A 5K N B AN A A A
WA T EER R R R TR . HIERAIE
BRI NELE T R SO BUR R 5 R 1
G B R E T AL FEARRAA . Bt
HEPTHE RN 5 MRS BHEIE . Al
B IX LSO S U I A T T B R Y
AR S5 1) BRI SRS & 2256 11 2R

(B) BRTHK

PATE R RINERE , B R 5157 [E
CEIE H STX AT BB A A M 55 BT b B
ORI o TR 1 DAAE AR 5 B8 1 i 5 Ik 55
HEAIE SR, A 20 T AE A BT A AL R

MR R A0 B R B L B S IX A Sh i
BB E AL S, R EH)E A LAk .
TAF ERER AT & AN, TRORE X E S X AR
BB AR M 55 R S BUREAT VAl BT -

R IME RN IR RLE , 8 R X B S IX A A
e 50 B A R AR Ak S AT AR AR A

@) Tk

AR Hh 5% FLAEAE B RILE » LA B4 (LA
i, 9 2 1) PO AL FR R L RS (4
P BB AR S H e B LAY JE R S R
FRITHAE A BT E AL RIS (HhR BT At e e
Y Ja, HEITEEHHES (AL SLE VTR
e, il CRENLSLEVFRE) A TR T
EEHLRABIEMFIC. ik, RE MR
AR s, @& EAE R A S, BN~
SE R P 1 BN FELRS A i 5 58 498 10 PR A Al A )
HERERTZ —

TR ANAR R s 702, TURRE W] S BESL AR T 45
g, FFREE I )5, s R B E A
PR BTG (B AR 5 A At A PR BB A AT S A
KEEATI, WILE 60 H P RIATEUSA BN 3 1Y
(hiE (Rl BHRS XA R ENE
HUE LSS R R

=, AU

B _ESCHITIR BT BEA G2 A5 1 5 R AR
AN, BATA i R 7 H A f5 AR RBUR 18
[t — 2 S, Blin: AR08 3 1) (P E (-
) B 58 5 16 DA B 2 B MR LA L 5
ILED) IR T A B Y R IEME R R (R
BNV S LEVFATIE) ?

M. RRREE

BEE R IME . T OS WS RLE ) 58 A
5 XA R A e 45 B3 48 L R4 M 55 O T 0K 2 3
KBNS . R RAESN B LLBIOT . o HERE 5 fi]
e AR R8T B A BB N AR A
RLET, 1 X BRAT 22 B VIE 2507 5

b T 7 0 5 R A DA £ 2 R 5 R
JRBCE T A% HE .



BEREERES, BAEETUMERAESES ANFIEEREL S AT, MEASERINAL,
M7 AT . EEBEFBIAA T RAEE IR BURUE,  BE BeaL oh e s e R fE 4
Ko BATEV, AETATHEIFEREARGELSN .

ST, BUERUA] UE T BT 4R S E 5

X7 EikN HIE: 86-21 2208 6306 MRFEHubE: liun@junhe.com
58 HikON Hi%: 86-10 8519 2788 mEAEHuE: chenwei@junhe.com

E4E H# Jf Hi%: 86-10 8519 1220 MR HhE: gongy@junhe.com

AN FA5 B2 F IR AT AT A A SO S ER T 55 BT AR ATk R I s i



