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How to Close a Company in China?

Closing a company in China can be complicated, and more so during Covid-19 and economic turmoil.
China in the first quarter of 2020 saw many businesses registered in China come under financial stress,
due to the added trade tensions and the global lockdowns caused by the pandemic. As shared on
SCMP the registration of new firms during the first quarter of 2020 compared to the year before new
registrations of firms fall by 29 per cent, and also about 460,000 Chinese firms shut during the first
quarter, with some of these enterprises running for less than three years, or newer less established
business. China businesses have since bounced back based upon domestic consumption and trade,
however, the world economy still has a long way to go to recovery, which will affect many Chinese
businesses still, as well as foreign businesses operating in China.

China has put in place a draft of policies to try and help businesses through these difficult times,
focusing on the more vulnerable industries, saving jobs, and stimulating the economy.

Nonetheless, the fact remains that some companies may not survive, and in China it is quite a
complicated and time-consuming process to close a company as it mainly involves many different bureau
and authorities, including:

*  Tax Bureau;

*  Customs;

+ Bank and State Administration of Foreign Exchange (“SAFE”);
*  Administration for Industry and Commerce (“AlC”);

»  Social Welfare Bureau;

*  Housing Fund Bureau; and

»  Other special government depends on company nature.
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Generally, the procedures for closing a company follows the following process outlined below:
1. AIC Backup

AIC liquidation committee backup begins the whole deregistration process, and once approval is
acquired, the company can arrange the deregistration public announcement. The claim declaration
period is within 45 days after AIC backup. The creditors are requested to apply for creditor’s rights and
debts during this period. If any issues occur or debts are not settled, the deregistration process cannot
proceed.

2. Tax Deregistration
Tax deregistration requests the submission of necessary documents to the tax bureau from the past

three years, and they can request a liquidation report, which is not too dissimilar to an audit report
covering all of the years under review for closure clearance.
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The tax deregistration process is as follows:

» Discussion with the tax officer regarding deregistration.

+  Drafting the related documents upon confirmation with the in-charge officer.

»  Deregistration of the fapiao control device.

+  Submission of Application Letters.

+  Completion of all financial data, including balance sheet and tax returns, profit and loss
statement, etc.

«  Submit the Audit reports for recent three years (only if applicable).

« Deliver all the required vouchers and accounting books to tax officers for review and their
audit.

* Answer all questions or queries raised by the tax bureau.

»  Other documents submissions on the officer’s further requirements.

+  Collect the tax deregistration approval (clearance letters).

It normally takes between one and six months to complete the tax clearance, depending upon the tax




LEHMANBROWN

EE OB K g 5

International Accountants

office’s workload as well as the company financial status and if there are any tax issues found.
3. Other Certificates for Company Deregistration

For the other certificates’ deregistration which including AIC, customs, social welfare, housing fund and
other bodies, the detailed procedures are as follows:

+  Submission of Application Letters.

«  Completion of all original application forms in Chinese and drafting the Board of Director’s
minutes for deregistration.

*  Submission of Application Letters to related bureaus.

* Answer all questions or queries raised by the bureau.

* Negotiate accordingly with the relevant Government Bureaus if there are any missing
documents.

*  Apply for the final approval from AIC with the related clearance letters mentioned above.

* Collect all the approvals (clearance letters) and the necessary documents from the Bureaus.

It normally will take between one and two months to complete the process.
4. SAFE report issuing and SAFE deregistration

Following the completion of the previous procedures, the next step in the process will be with the State
Administration of Foreign Exchange (“SAFE”), for the completion of the following steps:

+ Liquidation SAFE audit report issuance and preparation for the documents required. (takes
between two and four weeks)

+  Submit the filing package to the bank for initial review.

» If everything is fine with the bank, the bank will accept the filing package and hand over to its
supervising bank branch for approval, or if not, they may request additional documents bank
branches feedback.

+ Once the bank approves the application, they will hand over to SAFE bureau for the final
approval.

The above will take between one and two months.
5. Closing the Bank

Bank accounts closure and fund transferring back to the parent of the closing company will need the
following:

+ Documents preparation and required data collection.

*  General RMB bank account and its related e-banking cancellation.

*  General USD bank account and its related E-banking cancellation.

*  USD capital bank account clearance and money transfers.

*+ The balance in RMB from the basic bank account will remit to the investor and RMB bank
account cancellation.
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It will take between one and two months to finalize the bank accounts deregistration, and the processing
time by the different banks will slightly differ, commonly the local banks will take longer than the foreign
banks.

Other special certificates, license, organization deregistration documents, or services, which could be
requested are:

A) Trade Union Deregistration

To facilitate the deregistration process the WFOE and the investor are required to apply for the
Government bureaus below:

Trade Union Committee
. Bank
+ Chops

B) Other Special Certificates or License Deregistration

+  Tax clearance application

«  Environmental or health and safety.
*  Food operation License

« HR service license

+ Dangerous Goods license

e Others

Common Pitfalls

Many common pitfalls can delay or hinder the proper closure of a company or Representative Office in
China, including but not limited to, the following:

+ Tax issues on fixed assets disposal, payable and receivable settlement, previous tax payment
adjustment, missing invoices, etc.

Employee issues such as labour disputes, salary and social welfare compensation etc.

*  Legal suits with customs, suppliers etc.

* Unclear funds sitting in the bank account

*  Customs clearance

In China, the deregistration process is quite complicated as it is time-consuming. The process takes
more than one year to complete, not including the time taken to handle any issues that are found during
the process. Thus, it is always advisable to carry out a thorough review of the entity being closed to flush
out any issues before starting the closure process. Where issues are close to the local management, it
is advisable to have external professionals to help review the business to understand what issues may
exist and to provide solutions to resolving these before or as part of the process of closure.
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Establish a Plan

With a deeper understating of the procedures involved in deregistering a business in China, it is obvious
why the recommendation is to plan and seek professionals to assist. COVID-19 has pushed China to
innovate and allow some documents to be submitted online. The entry restrictions for foreigners has
and continues to affect their ability to come to China to close the business’ bank accounts and sign off
papers required to proceed to the next step of the process of closure. Solutions are available, however,
the situation puts much risk to those registered as officers or in a formal capacity, especially for those
who are the legal or chief representatives and are unable to have direct control.

Alternatively, it may be beneficial to have cashflow and audit reviews before considering deregistration
and closure. Internal audits can assist businesses in any issues from past practices, such as tax,
exposing human resources risks, reviewing business and directors’ risks before any application to close
a business. At the same time, if a business has growing value within it, this could be quantified and the
business possibly saved through some cost-cutting or a new strategy, or possible spin-off parts of the
business or its assets or intellectual property. An external professional reviewing the business might find
value internally overlooked by those in the business because of their closeness to the stressed situation.

To discuss your specific situation and find the best solutions do send your enquiry at enquiries@
lehmanbrown.com.




About Us

LehmanBrown is a licensed China-focused accounting, taxation and business advisory firm, operating dedicated offices in Beijing,

Tianjin, Shanghai, Shenzhen, Guangzhou, Hong Kong and Macau, and with an extensive affiliate network throughout China and

in over 100 countries worldwide.

LehmanBrown combines years of international expertise with practical China experience and knowledge, offering expert advice
and support to both local and international clients. We are committed to providing individually tailored financial and business
solutions for each of our clients, recognizing that each client is different. Through offering “whole of life” services, LehmanBrown
offers clients assistance throughout every step of their business life cycle, from pre-conception to afterlife. LehmanBrown is
registered with the PCAOB in the US and is able to conduct SEC work, as well as being accredited by accounting bodies in the UK

and Australia.
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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
Cash Flow Management

Chop Custodian Services

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

Treasury Management
Set-up of Bank Account

Payroll Services
Payroll Processing Setup
Expatriate Employees

Local Employees

Secondment & Temping Service

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 Bt & FkA]

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

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

AR AT X AR B TAMRA 23 5 AR AN I AR 602
Tel: + 86 10 8532 1720

Fax: + 86 10 8532 2746

Email: beijing@lehmanbrown.com

Shanghai &

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

HHE BT K G E R AL (FRILEE) 480 ST RERRA
i 1501 & 1504

Tel: + 86 21 6249 0055

Fax: + 86 21 6288 1636

Email: shanghai@lehmanbrown.com

Guangzhou J M

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

RN AR TS 9 ST 3 3317 =

Tel: + 86 20 2205 7883

Fax: + 86 20 2205 7880

Email: guangzhou@lehmanbrown.com

Shenzhen &

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

HERYI T R U 2 5T K 3206

Tel: + 86 755 8209 1244

Fax: + 86 755 8209 0672

Email: shenzhen@lehmanbrown.com

Tianjin K

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

FRE R T AT X R i 189 S50 3 2 A 2901-04 =

Tel: + 86 22 2318 5056

Fax: + 8622 2318 5001

Email: tianjin@lehmanbrown.com

Hong Kong &

Suite 03, 16/F, Sino Plaza, 255-257 Gloucester Road, Causeway
Bay, Hong Kong, China

Fp [ A S A L T 255-257 SRISRIEE 16 12 03 =

Tel: + 852 2426 6426

Fax: + 852 2426 6427

Email: hongkong@lehmanbrown.com

Macau ¥ ]

Level 20, AIA Tower, Nos 251A-301 Avenida Comercial De Macau,
China

PP TR 3K RS 251A-301 SRACHI B 20 #E

Tel: + 8538294 2434

Fax: + 853 8294 2399

Email: macau@lehmanbrown.com




