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Background

In recent years, the media has continued to speculate on an annual basis that China’s economy will face its most challenging year yet
for economic adjustment. Taking into account a rather turbulent 2015 with a volatile stock market crash hitting investor confidence
declines in manufacturing and trade, a surging debt to GDP ratio and further RMB depreciation; could they actually be onto
something this time?

At the upcoming Lianghui in March 2016, The People’s Republic of China (“PRC”) is set to formally implement the 13th Five Year Plan
(“FYP”). A brief overview of the key main themes of the 13th Five Year Plan indicate that there is set to be a shift in economic focus
to compensate and rebalance in order to address the current pressures facing China as it seeks economic adjustment. This shift will
see an economy largely fired previously by heavy industry and manufacturing towards more sustainable orientated economic forms
through; innovation, service and retail, infrastructure and overseas expansion. This means that there will be significant changes
opening up new opportunities as well as providing new challenges for both Chinese domestic and China focussed foreign businesses
operating.

It is important for a business or investor with China interests to have an understanding of the 13th Five Year Plan and how it
underpins strategy and alignment to government policy over the forthcoming period. The Five Year Plan outlines the semi-long
term government framework of general direction of the government in terms of key economic, social, environmental and industrial
policies, setting out clear goals for China to reach from 2016 — 2020.

This article will set out at a high level the background of the 13th Five Year Plan and present an overall picture of how it will impact

your business in China.




The Five Tenets of the Five Year Plan & New Normal Growth:

In order to keep the economy on track and achieve the goal of ‘New Normal’ economic growth, the 13th Five Year Plan has been

formulated based on the following Five Tenets:

Innovation

This will be the primary driver of
economic development to shift China’s
economic structure into a higher-
quality growth pattern, moving away
from the mass manufacturing model
that has been the foundation of
China’s economic boom until now.

Coordination

China will coordinate its agenda to

utilise both domestic and global
markets while also being more active
in global governance.

Green Growth

In order to combat the environmental
issues resulting from China’s rapid
development, future development
means protecting the environment
and pursuing environmentally friendly
economic growth.

Opening Up

With previous growth being
channelled towards the key strategic
economic territories, China will seek
to emphasise and ensure balanced
development among both both rural
and urban areas, and across different

industries.
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Inclusive Development

Sharing of the benefits to the wider
Chinese population is high on the
agenda of the 13th Five Year Plan
to ensure that prosperity is shared
with the whole nation and delivers
improved social services.




Medium - High Level Growth Plan

With an economy in need of rebalancing in order to consolidate competitiveness on the global stage, China will position itself as a
key point of innovation, shift its economic drivers from manufacturing to consumption, undergo reforms to its financial system, shift
regional and demographic focus of economic policy and build sustainable outlooks in terms of attitude and structure.
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President Xi Jinping has set the target of 6.5 GDP growth annually and tied in with this will be seeking through the 13th Five Year
Plan to close the middle income economic trap, increase annual income per capita to reach 12,600 RMB, create 25 million new
jobs annually, reduce the population living in rural poverty by 70 million and through regional shift support this with policies of
urbanisation. The Hukou Reforms of 2015 already demonstrate an intention to encourage greater flow of talent to secondary and

tertiary cities with these developmental clusters serving as growth hubs.

13th Five Year Plan - Annual Targets
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Market & Trade Liberalisation

In terms of China’s Free Trade Zones (“FTZ”), international investments and international business activity, the 13th Five Year Plan is
going to further open up China. Chairman Xi Jinping has been increasing the international presence of China in key regions including
Africa and the Asia Pacific much of which is related to the One Belt One Road (“OBOR”) Initiative, however additionally, there is also
going to be further expansion of FTZ’s to stimulate further foreign investment into these zones. More western levels of free trade
coupled with increased access to Chinese markets represent at face value increasing business opportunities. The 13th Five Year Plan
will likely make provisions for increasing the ease of capital flow into and out of China, making accessing Chinese markets for foreign
invested enterprises easier to navigate. Also, proposed tax incentives will make production attractive.

In terms of international financial liberalisation China has taken significant steps towards greater freedom in the market. The creation
of FTZ’s and likely expansions are evidence of this and there will be further provisions and movement out of the 13th Five Year Plan
to drive this forward. However the depreciation of the Renminbi during the second and third quarter of 2015, stock market volatility
and general global economic uncertainty coupled with fewer reforms than desired by international business community interests has
led to scepticism towards the progress of these economic liberalisation reforms.

Despite this uncertainty, China still contains considerable market potential and there is still strong belief that liberalisation will occur
even if slower than expected. Despite this scrutiny, the Chinese government has been active on the global front, securing trade deals
in support for the One Belt One Road project and the establishment of the Asia Infrastructure Investment Bank (“AlIB”). Additionally,
growth of 6.5% in 2015 is still a marker of strong development albeit less than expected. For foreign interests the markets that have
been liberalised through the FTZ; represent a very small portion of China’s capital market. A more consistent free market would help
to ease foreign interest’s concerns. As more areas are opened up, there will not only be opportunities for financial trading, but also
other business activities. Trade, logistics, information, professional services and retail are some of the areas that could be explored.

A Changing Demographic

Demographically China has set itself up for change yet again. The driving force for policy change concerning the growing elderly
population was that in 2014, the actual working population in China decreased for the first time. This presents the issue of a receding
pool of workers, higher wages and related costs to employers and relocation of manufacturing to other lower cost regions. With this
in mind, the much discussed ‘One Child Policy’ was recently relaxed which will generate opportunities for investment in many areas.
There is some scepticism about exactly how successful removing the One Child Policy to drive increased birth rates and help to avoid
what has been called “the demographic time-bomb” will be. Notwithstanding this, areas such as production and retail for childcare
products, clothing, food stuffs, health care and even areas such as finance, insurance and banking will experience growth. General
increases in wealth and an increasing average income are likely to boost the demand for these goods. Additionally, market trends
towards sustainable and organic products are areas of possible opportunities for foreign as well as local investors.

The aging population trend will also place strain and growing demands on elderly health care and related services, even though
the 13th Five Year Plan is expected to lay out promises to support elderly and their care. Increasing development of rest homes,
medical care, housing are all areas with good economic prospects. Traditionally, the general Chinese population could be viewed as
frugal, perhaps in part driven by a need for precautionary saving to cover welfare services. A future economic model stimulated by
consumerism must work to address this issue and liberalise Chinese consumer spending habits in order to be successful. Aiming for a
significant increase in the share of consumption with GDP is a key factor in ensuring that President Xi Jinping's growth target of 6.5%

annually is achieved.




High Tech & Green Sectors

With Green Growth featuring as a high priority of the 13th Five Year Plan, the government is expected to develop further existing
policy with emphasis on promoting high end technology, R&D and manufacturing as well as alternative green energies in the form of
solar and wind.

Additional steps will likely be taken by the government to legislate towards clean energy given the recent Paris 2015 world summit
on environmental goals as well as increased national and international attention to air pollution problems across China, particularly
in the capital Beijing. There is expected to be a strong presence for environmentally motivated provisions coming out of the 13th Five
Year Plan.

The 13th Five Year Plan will likely set out controls and standards to limit inefficient higher polluting activities for which related
industries with a poor track record may suffer. Improved legislation will help to address pressure around water supply and demand,
carbon emissions and other pollutants in the environment. Entrepreneurs with green technologies, products and services are likely
to be able to benefit from this aspect of the plan. In particular the provision of non-fossil fuel energy is going to be a high growth
area. Contracts for the provision of infrastructure in this sector as well as intellectual services and industry advice are going to bring
about profitable ventures. Innovation will be important in terms of filling market gaps and securing contracts, with President Xi giving
an explicit directive that innovation will be at the heart of national development. This is partly driven by China’s need to improve
efficiency in order to compete on world stage as well as reinforce movement towards the tertiary economy. There will also be a
number of other market opportunities, so therefore the ability to fill shortages in skilled labour or technology will be fundamental.

One Belt One Road (OBOR)
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The One Belt One Road (“OBOR”) initiative being led by China is going to be a critical area of global growth in the foreseeable future,
with China at the epicentre. The OBOR initiative is aimed at creating new trans-continental trade routes that will benefit different
areas to general globalized trade, particularly undeveloped areas of China. This undertaking is already underway. Local governments
have started to plan for new infrastructure and Private Public Partnership Projects (“PPP”). The creation of the Asian Infrastructure
Investment Bank (“AlIB”) to provide finance sent a strong message for China’s commitment to growing stronger global trade relations
and maintaining control over financing.

In China, thirteen provinces are expected to benefit from the project which will
ultimately have indirect and induced flow on effects to all regions. The 13th Five Year
Plan is expected to provide provisions for encouraged economic growth primarily in
the Western areas of China. These areas are relatively undeveloped and will therefore
offer opportunities for industries from infrastructure and construction to retail

‘ services. Investment in new areas will lead to the creation of new markets, offering

a' opportunities for; financial services, architecture firms, design, urban development,

a restaurants and general amenities all of which can benefit. Six key areas to watch will

k be healthcare / life sciences, high-tech manufacturing and transport, e-commerce,
a finance, agriculture and infrastructure.

1.Jiangsu 2.Zhejiang 3.Fujian 4.Guangdong 5.Hainan
6.Yunnan 7.Chongging Municipality ~8.Shaanxi 9.Ningxia
10.Gansu 11.Sichuan 12.Qinghai 13.Xinjiang Autonomous Region



Made In China 2025

The Made in China 2025 initiative brings about an opportunity for China to reform its manufacturing practices and take a significant
step into high-end manufacturing. This will enable China to expand into the international market and adapt to the growing
challenges that the global manufacturing industry is encountering. ‘New Normal’ economic growth is dependent on China evolving
its manufacturing practices to take advantage of the changing global manufacturing structure that is being shaped by slowdowns
both in Europe and the US.

Domestically in China, the negative environmental impact, rising labour costs and increasing competition from low cost competitor
regions (particularly in South East Asia) are necessitating China to upgrade its manufacturing processes. Despite China having the
largest manufacturing sector in the world, it still lags behind other more developed economies in terms of innovation and core
technology. The key ethos of Made in China 2025 will transform China’s position as the world’s largest manufacturer into the world’s
strongest manufacturer.

The ten key focus sector areas of China 2025 have been identified as:
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Aviation & Aerospace Agriculture Electrical Power New Energy Automotive High-End Robotics
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Next Gen Information Biomedical & Advanced
Technology Medical Equipment

New Materials & Composites Rail Transportation Maritime Engineering

Through applying Made in China 2025, China will emphasise the importance of quality over quantity in terms of manufacturing,
achieve green development, nurture human talent and optimise the structure of Chinese industry for the future. Slower growth
means that companies need to operate more efficiently, rising wages emphasize the need to be more productive overall and the

days of low cost manufacturing for low wages are over.




Education

In terms of development of the education sector, there is an increased flow of students into China to study at Chinese Universities
and educational institutions. This is due to the importance of western professionals understanding Chinese business culture and
language, instead of the traditional importance of Chinese understanding western business culture. As China continues to grow there
will be further opportunities for education providers and third parties in services to enable this market. The 13th Five Year Plan is
expected to make it easier for the transfer of education services both into and out of China, continuing this movement towards more
open trade links.

Contradictions & Caveats

Despite the drive to build future economic growth on Innovation and Entrepreneurship with President Xi stating that China remains
open to foreign investment and businesses, the policy has been viewed by some as possessing contradictions and caveats for foreign
businesses. While continuing the trend of existing policies, there is no clarity on the operational environment for multinationals
and other FIEs with uncertainty caused by laws with undetermined scope of implementation, onerous security laws and a renewed
desire to bolster domestic industry. Information control and ideological rhetoric are also ramping up. In order to survive and sustain
effective operations in China under the 13th Five Year Plan, it will be invaluable for businesses to align with the policy direction of
China and the government’s motivations and develop business strategies around these tenets. China as a market continues to evolve
and foreign businesses will need to adapt if they are to survive and prospect under the criteria of the 13th Five Year Plan.

Summary

The 13th Five Year Plan is set to further push China’s economy in a direction that will promote ‘New Normal’ economic growth by
finding new drivers built on Innovation, Entrepreneurship and Consumption. This direction is going to offer a new set of options
for foreign investors interested in the Chinese market although alongside these opportunities exist a new set of challenges and
caveats. Much of the 13th Five Year Plan is driven by pressures both internally and externally. China’s economic position is shifting
and domestically, wealth and living standards are improving. However, there is still a significant amount of poverty within China and
the 13th Five Year Plan is set up to tackle this issue, as well as poor environmental attitudes and generally unsustainable practices.
Its success as a policy will be determined by increasing external and internal forces. These forces relate to lower cost demands
from investors combined with the pressure to improve working conditions for workers. Generally foreign interests have become
increasingly uncertain with China, shown by the partial stock market crash in July 2015, and dropping stocks at start of 2016.
However, even if the country only grows at a baseline of 6.5% GDP growth, this is still significant and far greater than most other
countries.

The 13th Five Year Plan is a platform for the next five years of economic activity meaning that the impacts can be strategically
profound and long-term for international interests. Movement towards a new economic form will continue to provide opportunities.
There will be areas to profit within but also areas to progress with caution to minimise losses. We are all watching closely to find out
the outcome of the Five Year Plan’s details at the Lianghui in March 2016 and the exact implications of China’s “new direction” from

economic transition.




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
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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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For further information about how we can add value and support your individual or business needs, please contact us.
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Beijing 4k 5¢

6/F, Dongwai Diplomatic Building, 23 Dongzhimenwai Dajie,
Beijing 100600, China
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Tel: +86 10 8532 1720

Fax: + 86 10 8532 2746

E-mail: beijing@lehmanbrown.com

Shanghai I}

Room 1501 & 1504, WanTai International Building, No. 480 North
Urumgi Road, Shanghai 200040, China
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Tel: +86 21 6249 0055

Fax: +86 21 6288 1636

E-mail: shanghai@lehmanbrown.com

Guangzhou |7

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

HRE I T ARG 9 SR 3317 &

Tel: + 86 20 2205 7883

Fax: +86 20 2205 7880

E-mail: guangzhou@lehmanbrown.com

Shenzhen 73|

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

HERYITTRE B 2 SRR K E 3206

Tel: +86 755 8209 1244

Fax: + 86 755 8209 0672

E-mail: shenzhen@lehmanbrown.com

Tianjin K

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

o [ R R IX R 5L 189 5 RIS 8 2 i 29 2 2901
104 =

Tel: + 86 22 2318 5056

Fax: + 86 22 2318 5001

E-mail: tianjin@lehmanbrown.com

Hong Kong 7tk

Suite 03, 16/F, Sino Plaza,

255-257 Gloucester Road, Causeway Bay, Hong Kong
TS 5 T8 255-257 SEA 1% 16 % 03 =
Tel: + 852 2426 6426

Fax: + 852 2426 6427

E-mail: hongkong@lehmanbrown.com
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Macau 5[]

No. 367, Avenida da Praia Grande, “Keng Ou” Commercial
Building #16, A & B, Macau
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Tel: + 853 2835 5015

Fax: +853 2837 1884

E-mail: macau@lehmanbrown.com
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