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In the past two months the State Council has put forward two

important reform policies in corporate law: the reform of the

company registration system and the introduction of preferred

shares. Both of them serve to promote a faster pace of eco-

nomic development and encourage the willingness to invest in

China. The corresponding legislative procedure is expected to

be carried out soon.

Reform of Company Registration Regime

On 25 October 2013 the State Council adopted the resolution

to amend the rules on registered capital and corporate regis-

tration. The new policies include the following key aspects:

As regards registered capital, the ordinary minimum require-

ment of RMB 30,000 for limited liability companies,

RMB 100,000 for single shareholder companies and

RMB 5,000,000 for joint stock companies will be cancelled.

Moreover, the currently required ratio of initial capital contribu-

tion and the related time frame will be cancelled. The actual

capital contribution will no longer be registered in the com-

mercial register. The annual inspection which is currently

conducted by the competent authority will be substituted by

an annual report drafted and submitted by the companies. A

database of enterprises credit rating will be established, while

a blacklist will be made to record companies that do not fulfil

the compliance requirements. A major change will be the

transfer from the paid-up registered capital to the subscribed

capital: the shareholders shall have the freedom in making

subscription of the capital contribution, deciding the form of

contribution and its due date.

The reform of registration regime is very welcome. However,

many questions are still open, e.g. regarding the foreign in-

vested enterprises (“FIE”). In China it is necessary that the

registered capital of an FIE shall reach a certain percentage
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of the total investment. It is still not clear whether and how the

current rules on FIE capital registration will be amended.

Pilot Program of Preferred Shares

On 30 November 2013 the State Council adopted the Guide-

line on Executing the Pilot Program of Preferred Shares

(“Guideline”). It has been a very controversial issue in China

for a long time whether preferred shares are allowed. The

Guideline sets up the first framework regarding this issue.

According to the Guideline, holders of preferred shares shall

be entitled to dividends under agreed conditions and in pref-

erence to any dividend payment to ordinary shareholders.

Such preference applies also to distribution of residual assets

resulting from dissolution or insolvency. In return for such

preference, holders of preferred shares are generally neither

allowed to attend the shareholders’ meeting nor to exercise

any voting right. There are, however, exceptions to such limi-

tations, for instance, in case the articles of association shall

be amended with regard to preferred shares or issuance of

preferred shares, or regarding a merger, division, dissolution

or change of the legal form of the company, holders of pre-

ferred shares may attend the shareholders’ meeting and ex-

ercise their voting right.

Other highlights of the Guideline in particular refer to the issu-

ance and trade of preferred shares. According to the Guide-

line, only the listed companies which are explicitly approved

by the China Securities Regulatory Commission may offer

preferred shares publicly; the non-public offering is limited to

other listed companies and “unlisted public companies”. The

trade or transfer of preferred shares shall be conducted at

certified markets such as a stock exchange or similar institu-

tions approved by the State Council.

This pilot program aims at providing more financing channels

for Chinese listed and certain public companies, but is far

from facilitating non-public financing transactions.

As a whole, the new legal policy regarding the registration re-

gime and the preferred shares are praiseworthy efforts of the

State Council to improve the Company Law since the last

amendment in 2004.
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