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Background

Establishing a business in China is not as straightforward as most overseas investors into China initially anticipate and the process
comes with its own unique challenges and complexities. The actual legal and administrative preparation for the setting up of a
business can be a very time consuming task if professional guidance isn’t sought. Multiple government bodies are involved in the
process and the overall procedure can take anywhere from two to even as long as nine months depending on the type of entity that
needs to be established and proper compliance with the procedural elements being met. Additionally, due to changes in legislation,
the most efficient forms of business structure will vary over time and from situation to situation making the environment for
corporate establishment fluid.

This guide to setting up a company in China will provide an overview of the key benefits of each entity and provide best practice
guidance on the processes involved for establishing a PRC entity.

Understanding the Corporate Environment

Prior to setting up a Permanent Establishment (“PE”), an investor needs to understand clearly their model for business in China and
answer the following key questions which would include:

B What are the specific business objectives for the Chinese market and is establishing a legal entity the appropriate course of
action at the given time?

What type of legal entity would be the optimal operational vehicle for conducting compliant business practice?

What will the Business Scope of the business be?

How will the company be capitalised, financed and structured?

Who are the target clients / customers and how does the business intend to find and service them?

What is the future level of scope for the business (i.e.: will it be a large expanding business or a small localised one serving niche
markets?

What is the level of control that the parent company expects to exercise over their company?

Will the business be resourced solely by hiring local employees or are there plans to hire expatriate staff?

Will the company need to take China — Sourced revenue?

Will revenue need to be repatriated back to the Head Office jurisdiction?

Will the scope of business require any further governmental pre-approvals?

All of these questions will enable an investor in China to identify the type of entity that they wish to establish, as well as ensuring
that the foundations for the company’s long-term sustainability in China are set. If a company is not structured robustly from the
outset it can become a frustrating, time consuming and costly process to restructure accordingly, switch tax jurisdiction or amend
the business scope.



Types of Permanent Establishment for FIEs

There are specific options for establishing Limited Liability Companies (“LLC") in the PRC which are listed below. Each type of entity
has its own advantages to the investor depending on circumstances for the proposed business” modus operandi:

B Wholly Foreign Owned Enterprise (“WFOE”)

B Representative Office (“RO”)
B Joint Ventures (“JV”) — Cooperative Joint Venture (“CJV”) and Equity Join Venture (“EJV”)

Setting up a Wholly Foreign Owned Enterprise (“WFOE”)

A WFOE is 100% foreign-owned and provides greater control over the business for a foreign investor in China. Establishing a WFOE
is the most common investment vehicle for FIEs to operate commercially in Mainland China. They are limited-liability corporations
that are established by foreign nationals and capitalised with foreign funds in order to maintain control. Compared to the other
structures, a WFOE is the only entity whereby a foreign owner can retain 100% control. WFOE are often used to produce the foreign
firm's product in Mainland China for later export to a foreign country. The registered capital of a WFOE should be subscribed and
contributed solely by foreign investors. A WFOE does not include branches established in China by foreign enterprises and other
foreign economic organisations.

There are mainly three types of WFOE available for establishment:

W Service / Consulting
B Trading - Also known as a Foreign Invested Commercial Enterprise (“FICE”)
B Manufacturing

Historically due to a WFOE’s mandatory adherence to the foreign invested enterprise law (“FIE Law”) creating an irregular playing
field for foreign companies in the PRC, there have been a number of regulatory restrictions placed on WFOEs. For example when
applying for registration, a WFOE must carefully define the “Business’s Scope” of the business activities that it will engage in.
Technically speaking, once the business scope has been established, a WFOE can only legally engage in activities as outlined under
the terms of the business scope registered with and authorised by the Administration of Industry & Commerce (“AlC”) and as defined
on the business license. Examples of a WFOE business scope would define provision of services within for example, the areas of
Consulting, Marketing, Manufacturing or Corporate Management.

However, the terms of the FIE Law do not apply to WFOE Branches or Representative Offices ("RO") owned by foreign enterprises.
Recently there has been relaxation by the Chinese authorities of the regulations for WFOE companies centred around minimum
capital registered, working capital requirements and the alleviation of the Company Organisation Code Certificate (“ ZBZRAT A1 ES )
stage of registration. While the cost to establish a WFOE remains relatively high when compared to a Domestic Company, a WFOE is
still regarded as the most attractive business structure option for investing into China from overseas.

Advantages of Establishing a WFOE

The advantages of setting up a WFOE in China include the ability to uphold a company’s global strategy free from interference,
maintain total management control within the limitations of PRC laws, the ability to receive and dispatch RMB to the parent company
overseas, increased protection of trademarks and intellectual property, and shareholder liability limited to the original investment.

Setting up a WFOE in China takes between 2 to 9 months and consists of a long and complicated procedure. ‘The Registered
Capital’ is the amount required to cover the company costs for the first one to two years (e.g. salary, rental fees, operational costs,
equipment, travel expenses) and run the business until it breaks even. The Chinese Company Law provides that the minimum
registered capital should be as determined by the shareholders and the board, and a minimum of RMB1. However, if practice the
Government normally reviews that the suggested amount is sufficient to cover the working capital of the business, and they will
suggested minimum registered capital, examples being; a Service, IT, or Consulting WFOE is between 100,000 to 300,000 RMB (approx.
USDS 50,000 or Euro 35,000), for trading and manufacturing, the suggested minimum amount of registered capital is USD 80,000.
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WFOE Compliance

In general, a WFOE will have to register and comply with multiple regulatory bodies and these are set out below:

B Administration for Industry and Commerce (“AIC”)
Company name registration and business licence.
H Ministry of Commerce or Foreign Economic Cooperation Bureau
Business approval documents.
H Public Security Bureau (“PSB”) / Seals Office
Issuance of Chops (Company Chop, Contract Chop, Finance Chop).
B Local & State Tax Bureau
Registration of company information
B Other Governmental Departments as Required
Registration of company information as required

Guidelines on Registered Capital

When registering a WFOE, the authorities require the company to have a significant sum of registered capital injected at the outset
to ensure that the business can sustain itself for a period as such until there is sufficient cash flow for operations. The exact sum of
registered capital required for an organisation would vary depending on the sector, business scope and business plan.

The Process

The steps to setting up a WFOE are to:

1. File your official Chinese business name.

2. Ensure that all important documents are drafted in Chinese for the company registration at the correct location.
3. Apply for Certificate of Approval and Business License at the local authorities.

4. Once you receive the license, register for taxes at the State and Local Tax Bureau.

5. Register the business at any other relevant authorities.

6. Open a Foreign Currency and Chinese RMB bank account.

The following flow chart illustrates the procedure for setting up a WFOE in China:

Apply for
Certificate of S Tax Registration Registration
Approval & with Other with Other
Business Authorites Authorites
License

Define Chinese Prepare Legal
Company Name Documentation

Seals Registration

Representative Office ("RO")

A Representative Office, or Rep Office (“RO”), is an office established by a company to conduct non-profit practices, such as
marketing and other non-transactional operations in a foreign country. Companies in foreign locations use Rep Offices for the use of
sourcing of products and perform as a connection between the head offices and rep offices in other countries.

This type of office allows a company to show its commitment to the new market while permitting more intense on-the-ground
research and is the most common form of foreign entity in China. Rep Offices cannot regularly buy, sell or offer services pertaining
to a company, but however, have the ability to contact consumers and enter into contracts on the company’s behalf. Rep Offices
are also not allowed to represent any other firm other than it's parent enterprise, collect or issue invoices within China’s products/
services, and buy property or import production equipment.
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Guidelines for Establishing an RO

The advantages of Rep Offices are that they are cost efficient, require no minimum capital investment or business plan, are easy to
control, quick to set up, and are relatively inexpensive. The disadvantages of rep offices are that they are limited in the nature of
business activities involving consumer and profit-making engagement plus they cannot employ staff directly and they must use an
authorised human resources agency in order to hire staff.

A representative office in China may only engage in non-profit making activities and can carry out the following functions:

B Conduct research and survey for its parent enterprise in the local market.

B Liaise with local and foreign contacts in China on behalf of the parent enterprise.

B Conduct research and provide data and promotional materials to potential clients or trading partners.
B Act as a coordinator for the parent enterprise's activities in China.

B Make travel arrangements for parent enterprise representatives and potential Chinese clients.

A Rep Office takes less time generally to establish than any other business entities for FIEs in China and the process is illustrated
below:

RO Setup Process

ST - R—

Securing an Office for Registration Depends on Client
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Registration Documentation 15-30 Days
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Online Registration Application
via Administration of Industry and 3-5 Working Days
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Registration Certificate and Working _
Card Application On-spot at AIC 5-10 Working Days
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RMB Bank Account Opening at the Bank

15-20 Working Days

Joint Venture ("JV")

A Joint Venture (“JV”) is a business arrangement in which two or more parties agree to combine their resources for the purpose of
accomplishing a specific task. A Chinese party and a foreign party merge their resources and expertise to reduce the exposure of risks
from other businesses and to create new business projects or activities. Participants in a JV are responsible for their management,
profits, losses, and all costs associated. However, the business is deemed as a separate entity, apart from the other participant’s
benefits.

There are 2 types of joint ventures:

1. Equity Joint Venture (“EJV”)

An EJV is an independent legal entity with limited liability. Profit and risk sharing in an EJV are proportionate to the equity of each
partner in the EJV.
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2. Contractual (Cooperative) Joint Venture (“CJV”)

A CJV's profits are allocated according to the terms of the co-operative venture contract rather than the proportion of their input in
the registered capital, which offers greater structural flexibility over an EJV.

Joint Ventures are sometimes the only way to register in China if a certain business activity is still controlled by the government or
restricted for foreign investors. In certain industries, the Chinese shareholder should hold the majority equity stake.

Guidelines for Entering into a JV

The advantages of setting up a JV in China are the existing relationships already in China, existing distribution and sales channels,
the better ability to enter into industrial sectors that WFOEs are excluded from. The disadvantages can include sharing profits with a
Chinese partner, conflicting interests in management and risks with Technology Transfer and Intellectual Property Management.

Utilising Free Trade Zones ("FTZs") & Designated Hi-Tech Zones

Since the Free Trade Zone was formally announced in Shanghai on 29th September 2013, three other FTZs have been established
(Guangdong, Tianjin and Fujian) with the goal of attracting foreign investment from major Multinationals (“MNCs”). The more
liberalised Free Trade Zones (“FTZ”) enable WFOE establishment as a practical solution for FIEs. Companies in FTZs are able to
exercise additional autonomy over their business and receive certain tax incentives. Additionally there are more sectors that
companies can operate in although a negative list system clarifies sectors that a WFOE cannot operate in or requires special
permissions in which to operate. This list has decreased significantly from over 190 to just 139 in 2014 and continues to streamline in
order to open investment into the FTZs.

Other zones that are attractive are high-technology parks/zones, processing zones and logistics parks. The Go West and Go South
policies will likely be encouraged through the 13th Five Year Plan (“FYP”) plan and the Belt & Road Initiative (“BRI”) will also create
a favourable environment for companies expanding into or setting up in these territories. These are all regions that offer region
specific incentives that make operating specific styles of business in their respective areas attractive.

In Summary

China continues to open up industries and to make it easier for foreign companies to establish operations in China and to conduct
business. This process of opening up and reduction of red tape is a continuum and companies are advised to therefore follow
developments and to review where their operations should be located, the type of entities to be used, their scope of business and

capital required in their China businesses.




About Us

Founded in 2001, LehmanBrown is a China-focused accounting, taxation and business advisory firm, operating in Beijing, Shanghai,

Hong Kong, Macau, Shenzhen, Guangzhou and Tianjin. Our firm also manages an extensive affiliate network, providing service
throughout China and reach across the globe.

Combining years of international expertise with practical Chinese experience and knowledge, LehmanBrown offers expert advice and
support to both local and international clients. Within the mid - tier, we are regarded as a market leader and our clients enjoy access
to a combination of senior and experienced counsellors from both China and abroad.

At LehmanBrown we recognise that you are unique, that you have unique requirements and we are committed to providing
individually tailored financial solutions. LehmanBrown is dedicated to providing personalised service by working closely with our
clients to understand your individual business needs. This enables us to offer the most up-to-date and expert advice.
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Professional Services

Audit & Assurance
External Audit

China Statutory Audit
US GAAP Audit

IFRS Audit

Hong Kong Statutory Audit

Internal Audit
Fraud Investigation

Forensic Accounting

Special Purpose Audit
Foreign Currency Audit
Royalty Audit

Capital Verification Audit

Valuation Services
Corporate Valuation
Damage Assessment Valuation
Intellectual Property Valuation
Asset Valuation

Special Purposes Valuation

Corporate Finance

Debt Restructuring

Acquisition, Disposal & Financing

Mergers & Acquisitions

Transaction Advisory
M&A Divesture
M&A Integration

Financial Due Diligence

Business Services

Company Registration & Maintenance
Market Entry Advisory

Updating Company Certificates

Annual Inspection & Reporting

Company Secretarial Services

Company Ownership Transferring/Corporate Restructuring
Background/Credit Checking

Company Deregistration & Bankruptcy

HR Support Services

China Visa Services for Expatriates

Social Welfare Structures

Outsourcing Services

Accounting & Bookkeeping
Budgeting & Forecasting

Financial Statement Preparation

Head Office Reporting

Financial Management

Interim Financial Management
Finance Manager Function
CFO Function

Cash Flow Management

Treasury Management

Set-up of Bank Account

Payroll Services

Payroll Processing Setup
Expatriate Employees

Local Employees

Secondment & Temping Service

Chop Custodian Services

Taxation Services

Individual Tax Planning (IIT)

Tax Immigration & Investment Review

US & Overseas Personal Income Tax Planning & Filing
IIT Tax Payment Facilitation

Application for Individual Income Tax Refund
Expatriate Staff Individual Income Tax Staff Filing

Local Staff Individual Income Tax

Company Taxation (CIT)
Tax Consulting

Corporate Tax Planning
Business Restructuring

Value Chain Review

Onshore / Offshore Investment

Transfer Pricing

Tax Compliance

Tax Due Diligence

Tax Deregistration

Negotiation of Tax Penalties

Tax Refund Application

Tax Representatives for Tax Audit
VAT & Customs Duty Clearance
PRC Tax Receipt Verification

VAT Application

VAT & Sales Tax Filing

Corporate Income Tax Reporting

Specialist Accounting & Risk Management

Internal Controls

Systems
Risk Management

Sarbanes - Oxley (SOX 404)

GAAP, SEC & IFRS Compliance
US GAAP
US GAAP Financial Statement Preparation

US GAAP Conversion

Other GAAP
GAAP Conversion
Public Company Compliance

Financial Statement Preparation

IFRS
IFRS Accounting Repackaging
IFRS Financial Statement Preparation

IFRS Public Company Compliance

SEC

SEC Public Company Compliance

Legal Services

Legal Advisory

Labour Legal Advisory
Workforce Downsizing Advisory
Labour Tribunal Assistance & Advisory
Labour Law Review & Audits

Review & Preparation of Employment Contracts

Corporate Legal Advisory

Legal Due Diligence

Corporate Restructuring Advisory

Review & Preparation of Articles of Association (AoA)
Review & Preparation of JV Contracts

Review & Preparation of Repatriation Agreements

Other Legal Services

Dispute Mediation & Advisory

Trademark & Intellectual Property Advisory
Debt Collection Assistance

Litigation Support
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Contact Us BRZ&FA(]

For further information about how we can add value and support your individual or business needs, please contact us.
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Beijing b5t

6/F, Dongwai Diplomatic Building, 23 Dongzhimenwai Dajie, Beijing
100600, China

PEAL S A IX R ETTANRAT 23 5, ZRAMME IR A KHE 602
Tel: +86 10 8532 1720

Fax: + 86 10 8532 2746

E-mail: beijing@lehmanbrown.com

Shanghai |

Room 1501 & 1504, WanTai International Building, No. 480 North
Urumgi Road, Shanghai 200040, China

P BT X S E AT (L) 480 5 1501 & 1504
Tel: +86 21 6249 0055

Fax: +86 21 6288 1636

E-mail: shanghai@lehmanbrown.com

Guangzhou |

Room 3317, China Shine Plaza, 9 Lin He Xi Road, Guangzhou 510610,
China

HRE I T ARRIFG G 9 SR 3317 &

Tel: + 86 20 2205 7883

Fax: +86 20 2205 7880

E-mail: guangzhou@lehmanbrown.com

Shenzhen &3

Room 3206, News Building 2, Shennan Middle Road, Shenzhen
518027, China

T EBRYITTRF T 2 SR O 3206

Tel: +86 755 8209 1244

Fax: + 86 755 8209 0672

E-mail: shenzhen@lehmanbrown.com

Tianjin Ky

Unit 2901-04, The Exchange Tower 2 189 Nanjing Road, Heping District
Tianjin 300051, China

o [ R AT X R 5t 189 5 L)1 2 ) 29 J2 2901-104 =
Tel: + 86 22 2318 5056

Fax: + 86 22 2318 5001

E-mail: tianjin@lehmanbrown.com

Hong Kong & H&

Suite 03, 16/F, Sino Plaza,

255-257 Gloucester Road, Causeway Bay, Hong Kong
TR AT 5 AT I8 255-257 SA5A 17 16 £ 03 =
Tel: + 852 2426 6426

Fax: + 852 2426 6427

E-mail: hongkong@lehmanbrown.com

VSN
Macau #[7]

No. 367, Avenida da Praia Grande, “Keng Ou” Commercial Building #16,
A & B, Macau

o R TR I R B B 367 5 IR LR E 16 B AB

Tel: + 853 2835 5015

Fax: +853 2837 1884

E-mail: macau@lehmanbrown.com

www.lehmanbrown.com
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