New Landscapes
| of Doing Business
| in China Al

M Practical Guidance for UK Businesses

Wtiine

I

il
L]
=)

)

REERTIRRRE [y SESE
FRRRTRP RO v |
i - : TR LRI ==
==}k i ““II“""' -

t s " 1111 R S —:
T - |

'~"'1*’"“-Fr‘“m~"' . -=t T,

: .i B
e 1) jH.
_.f“- b J&‘l“ﬁs;’;‘p‘“ el X B Sad :
. 7T _\|BUSINESS

BRITAIN & NORTHERN IRELAND



The following document has been published with contributions from the following organisations:

O
@‘f@fi&ff HSB 5}

BANK OF CHIMNA

. N o eI
Deloitte LA

E %TTIS % ﬁ Scottish Enterprise

-
=

China-Britain
_¥_ Business Council
b B W B e




New Landscapes of Doing Business in China S~ L] 01

Contents

Foreword from Dominic Jermey, CEO, UK Trade & Investment 02
Foreword from Stephen Phillips, CEO, China-Britain Business Council 05
About UK Trade & Investment 06
About the China-Britain Business Council N o7
Where to Begin? Researching the Market % 08
Overseas Market Introduction Service \ 10
Market Visits and Trade Missions 1l
Sell online with UKTI's e-Exporting Programme 13
BOC RMB e-Express - Contributed by Bank of China 14
Establishing a Presence 16
UK Export Finance (UKEF) 18
How UKEF helps Q 19

Renminbi Internationalisation and W eans for Your Business - Contributed by HSBC 20

China's Free Trade Zones Accel wer Economic Reform - Contributed by HSBC 23
Exporting to China with R ributed by HSBC 25
Why RMB? - Contri 26

27

28
Key Factors for Doing Business in China - Contributed by Deloitte 30
China's Investment Environment - Contributed by King & Wood Mallesons 32
Shanghai Free Trade Zone - Contributed by King & Wood Mallesons 34
Considerations for Investing in China via Hong Kong - Contributed by King & Wood Mallesons 36
How do | Protect my Investment? - Contributed by King & Wood Mallesons 37
How do | exit my investment? - Contributed by King & Wood Mallesons 39

Index of Useful Contacts 41



) L |

02

New Landscapes of Doing Business in China

UK Trade
& Investmen

t

Foreword

*

UK Trade & Investment is at
the heart of the UK's long-term

a cornerstone of our strateg

The support we give to Bri§
firms as they tradNground the
globe and th

securinggur co
term fgtu

C the great economic
ss story of the past 30
rs. Previously an agricultural
ciety, urbanisation reached
over 52 per cent in 2013. China is
the world's second largest

economy after the United States
and the biggest trading partner
for most Asian economies; it is
the world's largest exporter, and
the single greatest destination
for global direct investment.

It is a huge and expanding market
for UK businesses. UK exports of
goods to China have more than
doubled since 2010 and increased
by over 37% in the last 2 years.
They were worth £12.4 billion in
2013, up by 18% from 2012.

economic plan - with success in Q
international markets like Cga ht

&
Q’\

Acgordindo China's Ministry
mmerce (MOFCOM), UK

s to China are up 20%

year since October 2013.
ina remained the UK's seventh
biggest export market in 2013.
The UK is now the second biggest
European exporter to China. UK's
exports to China are growing 3
times as fast as our imports from
China.

But there is still much more that
we should do in the UK

to make the most of this
exciting opportunity and

reap the rewards of doing
business with China.

If the last decade was all about
“Made in China", the next
decade will be all about

“Made for China".

UK Trade & Investment (UKTI)
helps UK-based companies
succeed in the global economy,
offering expertise and contacts
through its extensive network
of specialists in the UK, and in
British embassies and other
diplomatic offices around the
world. Working across the UK,
China and Hong Kong, UKTI helps
companies in Britain increase
their competitiveness through
overseas trade in China.
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UKTI also encourages the best The UK has a wealth of financial

overseas companies to look to and professional service

the UK as their global partner of providers who can offer expert

choice. help in doing business with @i
This guide was written in

In cooperation with the collaboration with som

China-Britain Business Council those experts, providing

(CBBC), UK Trade & Investment insights and a basgc roadm

(UKTI) is on hand to assist you to doing business China.

on every step of the way in doing

business with China. Britain has &wajs been one the
world's great trgfiigh nations.

Whilst the rise of China is easy By harn sing oW collective

to acknowledge, business cannot exper can really open up

always do it alone, but, exci
whether selling, trading, \
investing or franchising, China

offers opportunities in

abundance to UK companies, la @
of small. { - e ‘E%)_n..zj

This guide gives useful

p8rtunities across the
ting jobs and wealth

to those best D NGy Dominic Jermey
your busines ) b those Chief Executive,
opportunities, WV overview UK Trade & Investment

onsiderations
to take in ount whether just
starting out onh the journey to
selling goods and services into
China or whether further along
that road, to setting up a physical
presence on the ground.
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;&. Business Council
b EPHBRBDE

Business Council

(CBBC)

The Chinese economy continues
to expand and rebalance offering
a wide range of exciting
opportunities. Despite lower
growth rates of around 7% p.a.,
in absolute value terms the
economy will grow by almost 3
times the growth a decade ago.
What is more, the shape of the
Chinese economy is changing a
that means more and mor
opportunities for British
companies to work with
Chinese business b
and increasingl

too. The cha

Chinese econ ctedin
the ever-s UPChina trade
and in ationship.

ers are more

sophisticated and more discerning.

Chinese businesses are more and
more sophisticated too, looking
to move up the value curve and
looking for partners from around
the world with world-class
products and services.

The Chinese government
continues to drive reform and
opening up, including the
development of Free Trade
Zones across the country.

At the same time, we are seeing
fast-moving developments

&
Q’\

Theg guid®0ffers you practical
e on how to capitalise on
ormous business

around the internationalisation t
of the Chinese currency, th @DO unities China presents. |
(o

Renminbi (RMB). As the lea
global financial centre,
has a unique role to pla
- and is very muclgdoing s
Britain and China e agreed

that Wy! both

role as a global

offshore hub fo
Chinese gurren
act as #heQgring board for
Lon also become a hub for
R ve®tment into China. In
RMB became the fifth
used currency for global
ments, according to data from
WIFT, after the value of RMB
payments more than doubled in a
year. But these developments are
not just the domain of bankers
in the City. Businesses across
the length and the breadth of
the UK can make effective use of
RMB-denominated services and
products to be more
competitive and to manage
risk more effectively.

So the opportunities are aplenty.
But at the China-Britain Business
Council we know that China is not
always straight-forward. And we
know that for many businesses
knowing where to start and

or how to proceed can
sometimes be daunting.

pe you find it valuable and take
the opportunity to learn from the
fantastic range of expert
speakers. Like the team at CBBC,
they all share a passion to help
and encourage British and
Chinese companies to do good
business together.

One thing | am sure you will
read in this guide is that China
requires sustained commitment.
It does.

That is why day-in, day-out, more
than 120 professionals at CBBC
are here to support you. And if
you are in any doubt whether
China might be right for you,
CBBC can help: we have
supported companies from every
conceivable sector and of every
size, to realise the China
opportunity. So | encourage you
to contact any of CBBC's 23
offices across the UK and China.
We exist for one reason only -

to help more UK companies do
more business with their
Chinese counterparts.

Stephen Phillips
Chief Executive,

China-Britain Business
Council (CBBC)
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About UK Trade & Investment

government department tht If youlgre interested in doing
tarnations Businee potential, siness in China, please
We combine the national resources act elth er your Iocal UKTI

of the Department for Business, . )
innovation and Skils (B1S) and International Trade Adviser
the Foreign and Commonweal
Office's (FCO) global netw

Trade Development StaffO \ (ITA) at WWW'gOV'UK/UktI or

E)%genlgszoouvzgscecaess ul b‘ your local CBBC China-Britain
3\' Business Council business

We treat ever N as an

individual we provide advrser at www.cbbc.org

a tailo S&VI ith specialist
support INg a wide range
of industries.

In China, the China-Britain
Business Council delivers the
majority of UK Trade &
Investment's services and also
now handles general enquiries.
UK Trade & Investment and CBBC
also employ a number of Business
Advisers. And maintain close links
with UKTI in Hong Kong in order to
facilitate Hong Kong as a
springboard into China.
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About the China-Britain
Business Council

The China-Britain Business Council

(CBBC) is the leading organisation e Picked out a few questiong olgen raised by

helping UK companies grow and companies and advisers. A elf and see if you
develop their business with China. ~ Know the answers bef r@venturing

into China.

CBBC supports British companies

of all sizes and at every stage of + What are the unig ing points to your

market entry with practical business progsition?® Will there be a market
in-market assistance, industry for your udand services?

initiatives and a membership

programme offering support, + Are there egal barriers to your

access and significant networking business m¥lel?

opportunities. CBBC works closely

with UK Trade & Investment and c in China would you start?

has a strategic partnership with

the British Chamber of Commerce ou have sufficient resources

in Beijing, providing reciprocal (management time, project finance
membership of both organigatifhs and expenses) to fund your China projects?

and access to a network of glge
offices in the UK and elevd @
at key locations acrQg#FON

4 & d and * Do you need to work with a partner in
ve extensive China to succeed? Can you communicate

ce of doing with them effectively?

s * Who will be leading the project
within your company?

CBBC's busin
professio
firsthand

busines ina, and with 60 i )
years of eng®ement, CBBC has * Have you evaluated business risks (such as
built up exceptional connections protecting your IP) and conducted research

with government and business and due diligence?
throughout the country.

* Do you know how to secure payment and get
the right quality products?

» Would Hong Kong be a safer place to start?

« Rarely will one have answers to all the
guestions above, and this “knowledge gap"
forms the basis of further research
and investigation.
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Where to Begin?
Researching the Market

Doing business with China can
seem rather daunting for those
new to the market, but taking a
strategic approach is the key to
making the process manageable.

Companies should conduct reliable
research before venturing into
business in China. Good research
saves costs and improves the
efficiency and impact from the
start of a project.

General introductory business
information concerning China is
increasingly available and
companies can obtain a reasonab
amount of preliminary inf on
through desk research.

UK Trade & Invest

China-Britain Bgs i
work closely t
range of s sqyices to

British bus in the China
market.

Speak to an expert

UK Trade & Investment
provides support for UK
companies through a netwo
International Trade Ad
(ITAs) based in the

English regions. UNJrade &
Investment sgagices also
available to §ompanies in

Scotland, Wales
Northerglrelan

In aci to the international
tr ams across the country,
has a number of China

siness Advisers (CBAs) around
e UK who have extensive

knowledge and practical

experience of doing

business in China across a

range of industries.

The Overseas Market
Introduction Service (OMIS) is a
UKTI service delivered by CBBC
in China and UKTI in Hong Kong.
This service can assist you by
undertaking tailored research
using our extensive network

of dedicated researchers

across China.

&
Q’\

Theg can (W used in a wide variety
ys to help your business
s particular needs when
g the Chinese market

| .
e i .
ossible ways in which OMIS can

help your business include:
e Market research & analysis

» Sector reports

+ Market initiative

» Regulatory
environment

¢ |dentification of
local contacts

» Agents

« Distributors

» Suppliers

+ Potential partners

¢ In-market activities

+ Meeting arrangements

+ Market initiative

« Event organisation,
such as work shops,
seminars, promotional
activities and product
launches.
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Overseas Market
Introduction Service

UKTI's Overseas Market
Introduction Service (OMIN

help your business at an @

of exporting - frorgfi q
opportunities t ’@in
another co ﬁ% uts you
in touch di v Wt MUKTI staff
eas markets.

+ access the right international
contacts or partner

+ find the best way to do
business in a market

« achieve a successful market
entry strategy

+ increase profits by using
effective overseas promotion

‘ ow the service works

As a first point of contact, a UKTI
International Trade Advisor or
an adviser from Scottish
Development International,
Welsh Government or Invest
Northern Ireland will work with
you on your export plan. The
adviser will then contact UKTI's
local experts who will carry out
research on your behalf.

Work can include:

+ likelihood of success in the
market and market entry
strategies

+ business opportunities
and identification of
possible partners

+ advice on local conditions,
including competitors,
regulation and standards

+ advice on accessing and
influencing decision makers

« arrangements for a
promotional event

The local experts will then
discuss, develop and agree
a quote. This can include:

+ pre-visit research and support

+ appointments with target
customers or potential
business partners or agents

+ organisation of receptions,
meetings or seminars for
you to present your
product or service
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Market Visits and
Trade Missions

Visiting China is an invaluable part of the process of market entry. You will experience
the marketplace first-hand, and make the contacts necessary to do business. This is
essential, but will be much more effective with careful planning.

UKTI and CBBC organise regular trade missions to China, where you can benefit from
group activities in addition to your own programme.

The UKTI Overseas Market Introduction Service (OMIS) can be used to support visits
providing bespoke meeting arrangements with appropriate potential partners, agents
and distributors or with relevant government officials.
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Sell online with UKTI's

e-Exporting Programme

China presents an increasingly
tantalising market for brands
looking to expand their
e-commerce presence
internationally. Chinese citizens
are moving beyond being able
to only afford the basics in life,
and their discretionary spending
is taking off, according to recent
McKinsey analysis.

According to the Chinese Ministry
of Commerce, China's 302m online
shoppers spent $296bn in 2013,
the huge potential of the region is
staggering. McKinsey forecast that
the country’s online retail market
will be as large as the US, Japan,
UK, Germany and France
combined by 2020.

UK brands have difficulty

accessing the Chinese online
consumer through own bra &

Millen, Apple
have their res on Tmall.
The fa xplosion of

e-marketplacés like Xiu. com,
JD.com (Global), YHD.com, Tmall
(Global) and many more, offers
enormous opportunities for UK
companies to access that demand.

Elsewhere in this document the
complexities of establishing a
corporate entity in China have
been highlighted. Selling on
these e-marketplaces, removes
the need to establish a Chinese
corporate entity.

Furthermore, as the urbani
of the Chinese population
continues apace and in
penetration is increasing,
hundreds of milli of new

consumers b essible

to UK compdghie

UKTI's e-Expo Programme

Being vanguard of
e-co cey UK companies are
w cel to take advantage

118l opportunities that will
|oW them to access
ernational markets.

UKTI's e-Exporting Programme
can help UK retailers and brands
accelerate their global growth
via online channels in a number
of ways:

+ gain help and advice on
building your online presence
from UKTI's dedicated Digital
Trade Advisers

* increase the reach of your
brand globally

+ receive introductions to
leading e-marketplaces
around the world

+ set up on e-marketplaces quickly

+ attend UKTI's
retail/e-commerce themed
events and webinars

O

To find outgagre a t UKTI's

e-Exportirlg Pr&ramme, visit
goV.ulma XN tidly or speak to
your ® office to set up
a meeting

its

d for British goods from

%e consumers in China is

growing fast. UKTI have
negotiated discounted rates for
UK retailers and brands to list
their products on some of the
world’'s major e-marketplaces.
These include, Newegg (USA),
Mercado Libre (Latin America)
and Tmall (China), Laso (Japan),
VIP (China), XIU (China)

To find out how you can list sell
your products through global
e-marketplace, book an
appointment with a Digital Trade
Adviser through your local UKTI
office. If you're looking to sell
online for the first time, you can
also get help with:

» trademark registration

+ website URL registration

+ landed cost calculation

» packaging, shipping, payment

- tax registration

+ marketing and related services
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BOC RMB e-Express

N

O

Bank of China (UK) Limited - RMB e-Express solutions provide porters an alternative way to improve
your business performance while selling your products &T)t vast China market.
ompe

On top of standard sterling account services, we ojfe ive RMB account services in UK.

BOC UK: RMB e-Express

GBP/U
UK e-Exporter 2 othe
With our RMB account, you have many choices!
[0 Better communication by your side

& [l Deposit your RMB in interest bearing account with
i

competitive interest rates

Better cash management to do RMB conversion in one go

UK
[] Take advantage of competitive RMB exchange rates to
Good® & P/US$ GBP and some other currencies as you decide when and at
\ which rate (onshore/offshore) to sell RMB*

[l Comprehensive RMB banking services available: RMB
trade finance & FX products

A

A
Alipay: instant RMB
Sell goods on -
e-marketplaces: | conversion to GBP/US$ for RMB
) each transaction at their
e.g. Tmall (Alibaba) chosen rate
| China
Goods RMB

v |

Chinese business partners/
customers
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RMB Current Account
» RMB receipt and payment, remittance

+ Facilitated by both Bank of China Shanghai Branch and Bank of China (HK)Ltd, support T+0 and T+
cross-border RMB clearing;

+ Bilingual (English and Chinese) payment inquiry services.
+ Interest bearing account (term deposit) for surplus RMB at competitive rates:
+ Online access to RMB account

» Required Documents (similar to those you will need to open a GBP current accountg U

RMB Trade Finance

+ Pre-shipment finance against purchase order;
» Export invoice discounting;

» Finance against export credit insurance

* RMB Factoring (management of receivable, finance without reco t porter, etc)

*For instance, when you receive RMB payments from your Chinese clients, you co hoUse to hold it in your RMB account earning interest
and convert it into GBP/USS whenever needed.
'Please contact us to obtain information about our current interest rategaWgjlable.

RMB Conversions

+ Deliverable RMB spot and forward’ to he fOr@ygN cUrrency exposures;

» The major currencies on-offer include cS® Renminbi (RMB), Australian Dollar (AUD), Canadian Dollar
(CAD), Swiss Franc (CHF), Danish K ), Euro (EUR), British Pound (GBP), Hong Kong Dollar (HKD),
Hungarian Forint (HUF), Japan Y), Norwegian Krone (NOK), New Zealand Dollar (NZD), Polish

Zloty (PLN), Swedish Kropa - Dollar (USD), Singapore Dollar (SGD), Silver Ounce (XAG), Gold
Ounce (XAU), South Africé d (ZAR), etc.

Internet Banking
* Online acces;t%al nce, real-time exchange rate, term deposits details and transaction history

\ ): free (maximum limits £100,000 per transaction for corporate customers)’

2Forwards, and Options are available to clients classified as Professional Clients. Please contact us to obtain further information on
these products to understand their risks and features.
*Please refer to Corporate Internet Banking Tariff on http://www.bankofchina.com/uk/ for more details.

Legal Disclaimer

The material included in this brochure and any associated material (collectively, the “Material”) has been prepared by Bank of China (UK)
Limited ""the Bank" should be regarded as a marketing communication, and it has not been prepared in accordance with the legal and
regulatory requirements to promote independence of research. It is, therefore, not independent from the interests of the Bank which may
conflict with your interests. The Material has been prepared for information purposes only and no representation, warranty or assurance
of any kind, express or implied, is made as to the accuracy or completeness of the information contained herein. The Material should not
be regarded as a recommendation to buy, sell, subscribe to or invest in any securities and financial products or investments or to obtain
finance from the Bank. People reading the Material should consult their own professional advisers before making decision to obtain
banking, investments or financial products from the Bank. To the extent permitted by applicable law, the Bank disclaims liability for any
error, omission or inaccuracy in the Material and shall not be responsible for any loss or damages that are incidental to or resulting from
any use or reliance on the Material including any opinions expressed therein. The Material is protected by copyright. No part of it may be
modified, reproduced, transmitted and distributed in any format for commercial or public use without prior written consent from the Bank.
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Establishing a Presence
Given China's sheer size, complex and chan%(b]éness

envionment, as well as culture and lanqu riers, it is not
an easy market to enter and exit witp a %win. To succeed

in China requires careful business pl g and execution.
Foreign companies need to tak h\e to build up their business
network and credentials and %’nonstrate their commitment.
Often this requires some sggl oiYpresence in the marketplace,
whether directly througi\ur own business operation, or
indirectly, working tR(»QM a strategic partnership such as

an agent or distrig 'oj'

Fiod W T F-FF -
s s A DR



New Landscapes of Doing Business in China ] Lo | 17

Agents and distributors e Distribution channels

An agent is a company's direct Regional coverage
representative in a market and is
paid commission, while a
distributor sells products on to
customers after buying them from
the manufacturer - their income
comes from the profits they make
on the difference.

« Types of outlets covered and
frequency of calling

+ Transportation and
warehousing facilities

e Are they right for you?

Market entry through working with
an agent or distributor can have
several advantages, such as
reducing time and costs to

market entry as well as gaining
the local knowledge and network
of the agent.

« Does the agent/distributor
have a genuine interest in
representing your product?

+ Can they benefit from actively

However, there are some
drawbacks to this approach.
Employing a third party results in
an additional cost to your
products and you may also lose
some control and visibility over
sales/ marketing. It also has
implications for intellectual
property rights protection,
increasing the risk of your product
being copied or counterfeited.

* Do they also represent

any competing
companies/prodN

«Canyouc nicate
effectively wi ur

cou?ﬂ?
Ogge king relationship is

ed, the agent/
utor needs to be managed

i
Given the above consideralgo %lvely; thls.may be achieved by
Y he following:

companies need to select g
and distributors carefully.
of the frequently a s

are in the follow w You
should also ¢ dx iligence
i i NOT

+ Visiting as reqularly as is
practicable at a senior
management level - this shows
interest in, and commitment to,
the agent and the market. This
will also provide you with an
opportunity to learn about
conditions in the market and
see how your products
are faring.

to verify t tion.

e Bac

« Company size, history
and ownership (private
or state owned)

+ Quality and quantity of
the sales force

» Working closely with the agent
to show them how they can
profit from your products.

 Customer feedback and
trade/bank references + Helping to prepare marketing
and sales plans for the agent.

+ Provide regular training for

the sales staff and after-sales
training for the technical staff
in the UK.

+ Linking performance to

incentives and agreagQg
milestone targetQ

, many foreign
anies progress to the
ishment of a permanent
ce in China, as their

promoting your interests (ig it S
a win-win)? > . -
xperience and confidence grow.

Having a permanent presence
in-market can provide several
possible benefits, including:

+ Market presence - showing

commitment.

+ Cutting out the “middle man”

- direct access to the end
customer/supplier.

« Direct control over corporate

strategy and activities.

» Enables trading in local

currency and eases the con-
duct of business transactions.

« Fulfils a legal requirement to

have a permanent presence
(relevant in certain business
activities and sectors).
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UK Export

Finance

UK Export Finance

M d
sW support

: the UK's export
helping UK
exporters by providing insurance
to exporters and guarantees to
banks to share the risks of
providing export finance. In
addition, it can make loans to
overseas buyers of goods and
services from the UK. UK Export
Finance is the operating name
of the Export Credits Guarantee
Department (ECGD), a ministerial
department.

Responsibilities

UKEF works closely with
exporters, banks, buyers and
project sponsors and has 90
years' experience of supporting
exports to, and investments in,
markets across the world. It does
this principally by providing loans
to buyers of UK goods and
services and guarantees and
insurance and reinsurance
against loss.

It can:

* Insure UK exporters against
non-payment by their
overseas buyers

» Help overseas buyers to

purchase goods and services
from UK exporters by
guaranteeing or funding bank
loans to finance the purchases
(including guarantees on loans
in offshore Renminbi)

Share credit risks with banks to
help exporters raise tender and
contract bonds, in accessing
pre- and post-shipment working
capital finance and in

securing confirmations of
letters of credit

* Insure UK investors in overseas

markets against political risks
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UK Export

Finance

How UKEF helps

If you are planning to export
goods or services from the UK
then it is likely you'll need some
form of credit guarantee or
insurance to protect you against
non-payment or to help finance
the export contract.

If you can't get what you need
from the private market, UKEF
may be able to help. Working

across a wide range of sectors,
UKEF can consider support for
exports to over 200 countries.

It has its own risk assessment
framework and our focuses on
helping UK exporters maxigis
the opportunity to do mor
business overseas.

It has a network

. . @

finance advisgs

points of

exporters

export ial {0 finance
providers, cre®it insurers,
insurance brokers, trade
support bodies and sources
of government support.
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Renminbi Internationalisation
and What this Means
for your Business

What is Renminbi?

HSBC X»

The renminbi (RMB) - the official
currency of China - is poised to
join the US dollar and the euro as
one of the world's top three global
trading currencies.

The renminbi (RMB) is the
currency of the People's Republic
of China and the unit is the yuan.
In this sense it is very similar to
the use of sterling (the currency)
and the pound (the unit). The
terms yuan and renminbi a &
used interchangeably in t

The Chinese gove tl

actively seekig® e
the RMB tog md

tionalise
s global

economic status. The Chi

government polic@s to proMote
international use ®f RMB
in three stagfs WrougMtrade,

investment Ihd s gpreserve
currency. This rqgfesents new
oppor s for companies.

A is not yet fully
c¥ble, the Chinese
overnment has promoted an
shore' market where RMB
can be used outside the Chinese
mainland, separate from the
‘onshore’ market used by
domestic companies, Chinese

with a Chinese presence.

residents and foreign companies

&
Q’\

o

Offshore RMB markets are
developing rapidly around the
world with official RMB clearing
banks now appointed in
countries across Asia, Europe,
Middle East and the Americas.
Offshore borrowing and
lending are market-driven and
not subject to the requlations
that set interest rates on the
Chinese mainland. Offshore
RMB is now actively used for
cross-border trade, finance and
direct investment while rapid and
successive waves of liberalisation
are opening onshore markets to
trade, financing and investment.
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Moves to full convertibility

China is gradually opening
channels for capital to flow
between the Mainland and
international markets, and
investors are being given greater
accesses to both onshore and
offshore RMB. HSBC expect full
convertibility on the capital
account to occur by 2017.

Trade

in internationa%c
trading with Ggi

transaction.

You could negotiate better prices
and reduce foreign exchange costs
on your China trade by settling
trade transactions in offshore
renminbi. Chinese government
liberalisation has made the
renminbi into a fast-growing
international trading currency.
Total offshore cross-border
settlement in June 2014 reached
RMB547 billion for the month, up
by 64 per cent year on year.

Of the companies HSBC sURNg Y™,

17 per cent already fsed the fMB
for cross-border tr
settlement, a er a qRarter

of those who 8on}, gdan to do
so in the future.

Cross-iagrd rade settlement

I®renminbi outside
ow unrestricted and your
s can conduct almost all

INVeERa

@&
s-border trade transactions
Ith mainland Chinese companies

in renminbi, using accounts and
documentation support from
HSBC. Since June 2012, all
companies in mainland China with
import and export qualifications
can initiate and receive payments
in renminbi for goods, services
and other account items under
China's Renminbi Trade Settlement
Scheme. HSBC also offer a wide
range of renminbi trade financing
and funding options.

Build your business on the
Mainland with HSBC

As a registered Chinese bank,
HSBC can help you establish and
manage operations on the
Mainland. HSBC will work with you
to execute your expansion to

execute your expansion
strateqgy, providing services
such as to help with capital
injection and reduction;
payments; investments; and
shareholder loans all compliant
with Mainland authorities.
Dividend payments can be paid
and received in renminbi and
there is no restriction on the
maximum amount of individual
renminbi payments for trade or
capital accounts.

Managing risk

With foreign exchange hedging
in renminbi, companies could
reduce risks in invoicing and
lower the transaction costs of
trade and investment.

As one of the most active
participants in offshore

renminbi foreign exchange and

a registered dealer on the
Mainland, HSBC provides
companies with a comprehensive
set of risk management
instruments for trade

and financing.
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Complete renminbi hedging tool

HSBC provides deliverable
forwards, options and swa

as well as access toﬁQl
non-deliverable whRh
predates libe ﬁ% he

ey C clients
en renminbi

options as as an active
deliverables market.

Manage risks in
mainland operations

Companies wishing to transact on
the Mainland can turn to HSBC to
manage foreign exchange risks.
HSBC are the leading foreign bank
in the interbank FX spot, forward
and swap markets.

BC provides deliverable
rrency and interest rate
hedging tools, including swaps,
options and forwards. We can
help hedge all the transactions
and transfers permitted by
Chinese reqgulators, including
debt and working capital
repayment; income and
expenses; capital injections;
and income remittance.

Financing

Renminbi financing allows
international businesses to
participate in the growth of

the Chinese economy by using
China's own currency to manage
working capital, fund expansion,
match receipts with payments
and boost their profile in among
Asian investors.

Companies can fund renminbi
offshore and on the Mainland
with HSBC. Offshore, HSBC offer
full renminbi trade financing
facilities, loans and the capability
to raise bonds in a range of
countries. All working capital,
trade and receivables finance
can be used outside China while
bonds and loans raised offshore
can be remitted onshore to
finance business activities in
China subject to approvals by
the Chinese authorities.

All financing is subject to a
detailed credit assessment
and approval.
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China’'s Free Trade
Zones accelerates wider
economic reform

March 2015

The launch of China's new Free
Trade Zone (FTZ) programme is
set to take the country’s financial
reform journey into a new chapter.

China has a recent history of using
special economic zones to
experiment and act as sandboxes
for future development on a
national scale. In the past 30
years, the country has achieved
phenomenal economic growth
from an agricultural backwater

While the SEZs of the 1980s
focused on the development of

manufacturing and exports, the a
establishment of the free tr i
e

accelerating financial s
liberalisation whichis a c

step in taking Chilgs deepeMing
economic ref t e next
level. Free tfidefones Will also

have a majol ca
pact on cross-b

invest lows, whilst boosting
gro dOMestic services
argRowtion.

nenb

er of FTZs were

to the world's factory and second
largest economy by creating ounced in quick succession

Special Economic Zones (S )
lead the way. These SEZs

given greater autonom
successfully tested magke

economy. Howwe&

long-standing N in foreign
trade sten@wy roMycheap labour
and lo d and resources

China’s “next phase” of growth
will partially depend on the
successful development of its
pilot free trade zones - a new
breed of economic zone.

ince 2013, from Shanghai to
Guangdong, Fujian and
Tianjin. Each represents a zone
of development intended to
play to the strengths of each
regional location.

China's central government
recently expanded the Shanghai
free trade zone, by including sites
such as the Lujiazui financial
district, making it larger than any
of the new FTZs. We believe the
expansion will allow Shanghai to
give full play to the advantages
to test reform on a larger scale.

The Shanghai FTZ is seen as
taking the role of creating a
requlatory and operating
environment for testing new
initiatives and market reform.

HSBC <>

&
Q’\

inten®On is to lessen the

n for foreign organisations
g to conduct business in
nd China by removing
rtain financial and currency
impediments and administrative
constraints imposed on foreign
investors elsewhere in China. The
zone is also being used as a
test-bed for new arrangements
using different tools to
encourage efficiency and
innovation, including lower-cost
financing opportunities using
equity or debt solutions.

The zone in Shanghai is
accelerating capital market
development domestically and
will also, over the longer term,
contribute to the eventual
operation of the renminbi as

a freely convertible currency,
initially in a carefully
controlled area.

After Shanghai FTZ came into
operation, two-way renminbi
flows arising from cross-border
sweeping reached more than 27.2
billion yuan, between January
and August last year. We believe
that the offshore borrowing for
firms in the Shanghai free trade
zone will be relaxed further -
and that the new regulation will
include banks - is a

significant breakthrough.
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The risks associated with the

zone are proving manageable.

A negative list was put in place

to restrict foreign funds from
investing in specific industries
within the zone. This list has since
been shortened, demonstrating
the Chinese government'’s growing
level of confidence in the zone. The
commercial banks are enforcing
know-your-customer procedures
to ensure that the funds moving

in and out of China are supporting
genuine trade.

Since the Shanghai FTZ was
announced, more cities have
launched their own FTZ plans.
FTZs in Guangdong, Fujian and
Tianjin will be modelled on
Shanghai's, but would rather
advance a new round of the
country’'s opening and reform,
based on their different economic
and geographic locations.

We believe the expansion of the
free trade zones will have a
significant effect on Hong Kong,
Macau and Taiwan in various
aspects, especially services firms
such as banks, e-commerce,
foreign traders and other high-end
innovative service providers. The
free trade zones may provga
magnet to Hong Kong, Mac
Taiwanese investors due t

geographic proximi " in
greater China ne e pared
and monitor dede& s of the

free trade zo tNPNQ

mainland h market.
TZ consist of three
zhou Nansha,
Shenzhen Qianhai Shekou and
Zhuhai Henggin New District. It
will play a key role in deepening
economic cooperation with Hong
Kong and Macau to drive the
liberalisation of trade in services.

A new wave of cooperation
between Guangdong and Hong
Kong will focus on developing
an integrated regional service
industry. The province's future
lies in reorienting its consumer
industries towards China's large
and growing domestic market
and upgrading from low-end
manufacturing to develop the
high-end services sector. With
China's largest and most open
regional economy, Guangdong
and Hong Kong can lead the way
to high quality growth, with
benefits flowing to both.

Hong Kong, Taiwan and Macau
together contribute to over 31
per cent of Guangdong's tr
mainly driven by Hong
contributing 24.6 per coRE
Kong is also the largest sO
of foreign direct ighgstment Th
Guangdong,
per cent of
The investm®nt Boy flowing into
Guangdong has

diversify rom manufacturing
tot rvide sector. Guangdong
will b ¥ from Hong Kong's

blished services
r and broader
ernational standing.

We expect Qianhai to play a big
role in leading financial reforms
through Hong Kong-Shenzhen
collaboration as efforts to
bring greater convergence of
cross-border business. It also
takes up its intended role as

an experimental laboratory

for renminbi liberalisation and
strengthen Hong Kong's role as
an offshore renminbi centre.

Hong Kong's firms need to prepare
for the challenges posed by the
rapid development of free trade
zones in China. We need to think
of the position of Hong Kong when
the renminbi is freely convertible.
Hong Kong needs to work more
closely with Guangdong province
and to keep close watch on the
opportunities arising from the
internationalisation of renminbi.

Zhuhai can be expected to
continue to foster economic links
with Macau. Nansha has an
existing development zone, and
the local government has a
stated ambition to attract more
investment in manufacturing,

trading, education, iCS

and tourism.

Given its geggr advantage,
e wealthiest
ntry and will

eded towards electronics,
chemicals and mechanical
nents.

Z g
ianjin free trade zone is

expected to focus on high-end
manufacturing, financial leasing
and further integration of the
Bohai Bay area. It will also
provide deeper connections
with neighbouring Japan

and South Korea.

There is much work remaining

to be done. A Iot of financial
reforms in favour of liberalisation
have been announced and are at
the early stage of

development. However, China
has always sustained a cautious
approach to financial reforms
that could possibly disrupt the
economy. The free trade zone
chapter in China's economic
development has only just begun,
and further free trade zones will
initiate broader reform

and growth.

Helen Wong
Chief Executive,
Greater China, HSBC
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Exporting to China with RMB

Top tips %
Recent developments mean that China’s currency can be used for cross border trade and ge ther
transactions. If you export to China, it's worth exploring whether you could benefit fr witc your
trade currency to RMB. Explore the potential of RMB trade Q

« If you are looking to grow your sales to China, offering to receive RMB in payment foyd be a smart move.
Being open to receiving RMB may help you win new customers, and some Cginese @fiyers may be willing
to offer better pricing or terms in return for the convenience of paying igth® own currency. It is up to

you to ask the right questions to your buyers,
for example:

1. Is foreign exchange risk a concern for you? Woul
paying for imports in RMB help you?
2. How do you finance your imports at the moN

3. Are you looking to improve your cash

« If your customers currently borrow to fi @ir imports, you may be able to obtain better rates for
RMB trade finance outside China than cUStomers can access in China - creating a great opportunity
to negotiate a better deal for you

currencies, in support of (N ers’ working capital requirements. Knowing this may help your buyers
improve their cash flow ding their payment terms under the letter of credit which may provide
you with an oppogu, ee on a better price.

+ Banks in China are often o% 0 issue a long-usance letter of credit in RMB than in other
{

- Donothes ﬂ) iTgour buyers are not fully familiar with RMB trade, which is still relatively new. Since

iM€se importer or exporter has been permitted to conduct cross-border trade in RMB,
inaver WX wdy to trade in other currencies.

» Keeping rves in RMB could provide you with potential gains if RMB appreciates.

« There is a range of possibilities to hedge your RMB risk. Speak to your relationship manager, who can help
you explore potential options.

« If you plan to trade using RMB, consider where to open an RMB account. Three common choices are your
home country; a well-established RMB Centre (I.e Hong Kong and London); or mainland China. This
decision largely depends on where your key employees are located, though there are some differences in
the requirements and features of these three options.

» There is a range of places to turn for advice on doing business with China, including your local chamber
of commerce, government trade and investment body or embassy in China. HSBC has over 140 years of
experience in China and is the largest foreign bank in the country.



26 ==l L= New Landscapes of Doing Business in China

Why RMB?
OMLY R

BANK OF CHINA

Trading with China

Bank of China is the most internationalised bank in
China, providing a comprehensive range of
financial services to customers across the

mainland China as well as 42 countries and regions.

Cross-border RMB business provides enterprises
with the right to use their preferred settlement
currency and brings substantial benefits to
enterprises as follows:

+ Extend markets: exploring the business
opportunities in China and sharing Chlna
economic growth.

+ Hedge risks: reducing the depend
currency and hedging the exch is

+ Enhance efficiency: red n& sion cost,
shortening clearing tim easing the

efficiency of utlllsatl

¢ Increase pro&t& asing contract price with
the enhanc gNgpower by using RMB as the

settlem er¥y; making full use of on-shore
and B markets, lowering the cost of
financi d currency conversion, and making

Investing into China

- Extend markets: exploring the China market and
leveraging on its
economic growth;

+ Extend business scope: providing an alternative
choice of raising funds, providing customers with
cross-border RMB settlement, clearing,
conversion, bond issuance and underwriting,
as well as RMB investment, etc.




New Landscapes of Doing Business in China ] Lo | 27

@ teik

How to use RMB in your business

For Importers:
Check with your Bank to see

if your potential Chinese
counterparty is on the list of

the PBOC'’s "close
monitoring enterprises” LY Q
ﬂ/

> I- | | z ;
41
h
inese €xporter can enjoy
the export tax refund
How to get RMB?
[0 BuyfromBOC ata
competitive exchange rate 5 S
(with genuine trading

background, you can buy
RMB using on-shore CNY

rate)
[0 Obtain a short-ter e
finance prod orh B
O Issue RMB jfon

O Others

Chinese

UK Importer 4—3wa ods— Supplier

For Exporters: @
There e&(
ireWents for
B to China x
al business =

pers i | ;
| |
\ E L
@ With RMB received from Chinese
_ importer, you can

0 Deposit RMB with BOC to enjoy -
interest returns;
0 Buy other currencies from BOC;
0 Investin RMB bonds through BOC;
[0 Buy goods from China
0 Repayment of RMB loans
0 Many others
UK Exporter —— Shipment of goods——p» (SLlliEED

Importer
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RMB Products/Services
Bank of China offer to
facilitate your business ,\Q)

Bank of China offers a wide g T -

range of RMB banking ﬂ'} T T _|'r- -]_*II "-[-h -
services to business . - gt %

customers in the UK. From ' g By . "
assisting you in your day to 1 !
day banking operation, to
borrowing money for your
business, and helping you
trade with China, Bank of
China aims to become your
trusted RMB partner to do
business in the UK, China
and internationally.

1) Account services ¢ na “reJit facility

Business Curc nt Business Current Accounts

g, US Dollar, Euro, RMB, + Instant or fixed term deposit accounts
re currencies
+ Available in different currencies
e account service charge
Borrowing
* Cheque book
+ Working capital
+ Cheque deposits
+ Project Finance
+ Receiving and making domestic

and international payments + Real Estate

+ Available to access by + M&A finance
Internet banking
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2) Trade finance and settlement

Export:

+ L/C Advising and Confirmation
+ L/C Transfer

+ Export Bills for Collection

+ Export Bills Advance

« Export Bills under L/C for Collec

+ Packing Loan

* Pre-shipment W

. xg
« ExportIn ounting

O

« Negotiation/Discount of E{Ws under L/C

@ ek

L/C Issuance

Back-to-Back L/C

Import Bills for Collection

Import Loan

Shipping Guarantee

Trust Receipt Facilities

Import Invoice Financing
Other:

+ Guarantee/Bond/Standby L/C
+ Forfeiting

+ Factoring

3) Foreign exchange

Similar to any other main currencies, all following products are available in RMB off-shore market
including Spots, Forwards, Swaps, and Options.’

4) Internet Banking
» Easy to use

« Competitive pricing on making payments through internet banking?

'Forwards, Swaps, and Options are available to clients classified as Professional Clients. Please contact us to obtain further information on
these products and to understand their risks and features.
2Please refer to Corporate Internet Banking Tariff on http://www.bankofchina.com/uk/ for more details.
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Key Factors for Doing
Business in China

Deloitte R

China is the world's second largest
economy, and its phenomenal
growth over the last decade has
made it one of the most popular
destinations for foreign
investments. While there are
many opportunities for UK
investors, there are also many
challenges to be faced when
establishing businesses in China.
Therefore, to achieve success,

it is worth considering partnering
with the relevant experts.

Below is a brief overview of some
of the factors that need to be
considered when doing business

Government Regulations

Cagital a

orqorate Structure

re several types of

The Chinese Government places
restrictions on foreign r
investment in certain sector ructural options available

These are itemised ini
Investment Catalogue.

Investment activitges are
categorised into f types:
Encouraged, wed, Restricted

or Prohibitel. Tige catalogue
provides specifi ails for all
activitieg. with tNM& exception of
category - all
not specifically covered
logue are categorised
ed. The catalogue is
ently updated and,

in China, according to professiona re
services firm Deloitte: refore, foreign investors
K hould review how their

Business Strategy

It is essential to ha

well-developed bugj stMtegy

when entering® hWis based
C

on up-to-date nowledge.
The insig rtrers and
profes® rs can be

tant. Foreign
investors are advised to carry

out detailed feasibility and due
diligence studies prior to com-
mitting investment into China to
ensure commercial objectives can
be realised.

proposed activities in China
are categorised.

Deloitte China has a law firm
within its business and is ideally
placed to provide legal advice to
support your expansion plans.

for multinational companies to
establish an enterprise in China.
This decision is particularly
crucial in the initial process of
setting up a business in China.

A successful company strategy
cannot be implemented without
establishing the right capital and
corporate structure from the
outset, and poor choices may
lead to restrictions on future
growth, difficulties in accessing
finance and a lack of

business flexibility.

The most common investment
vehicles for foreign investors
include a Joint Venture (JV).
Wholly Foreign-Owned Enterprise
(WFOE), Representative Office,
China Holding Company (CHC)
and Regional Headquarter.

Deloitte UK and China's tax and
business advisory teams have
worked with many multinational
companies on capital and
corporate structuring to ensure
that they are maximising return
on their investment in China.
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Location

China is a vast country and, as
such, there is considerable
variation in the size and
business practices of local
markets. Foreign investors are
strongly encouraged to carefully
consider the location of their
operations at an early stage.
Local resources vary from region
to region, as does the quality

of local government assistance
(financial or otherwise) given to
non-resident enterprises.

Deloitte China has very good
relationships with government

Taxation

China has a complex and
rapidly-evolving tax system
Against this backdrop, the
authorities are continu
strengthen the administ

of tax in relation tg non-re
enterprises. Chin x authority
has launche val dded tax

pilot progra@mdl This has been
designed to gra replace
Chinese QusinesWlax by VAT, and

decregffe overall tax burden
of t erS. It was initially
la Shanghai and now

across China.

authorities across China. The @s important to understand
relationships help UK clie SK e latest rules and practices to
3

access the support they
to understand the full ra %

regional benefits e
that may be axa&

S

reduce the risk of penalties and
unexpected costs. This is
particularly true when
considering acquisitions, where
thorough financial and tax due
diligence can identify significant
liabilities and risks that could
potentially be mitigated
through an appropriate
acquisition structure.

Deloitte

&
Q’\

ign hange Controls

s foreign exchange controls
d to difficulties when

%king or receiving payments

from China for non-resident
enterprises. It is strongly
recommended that business
receive professional advice in
advance of entering into service
contracts or remitting profits
from China, to ensure that cash
does not become ‘trapped’ in
China. Deloitte UK and China
have significant experience in
helping clients manage a wide
range of payments scenarios.

Secondments

Non-resident enterprises will
often second staff to China
during the early stages of an
investment to help set up their
business. The complexity of
secondment arrangements

in China, however, can create
unexpected issues and cause
additional costs, particularly
from a tax and immigration
perspective. Significant savings
can be achieved with a properly
structured employment contract
and remuneration package, which
means the review of the
proposed secondment
arrangements by a professional
adviser is recommended.
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China's Investment Environment

KING&WIDE
MHLLESGNS Business Models and

ﬂ’tf Er_ufﬁg;%ﬁﬁ Available Considerations

Foreign Investment in China typically occurs through establishment of a new entity on a stand @ basis,
formation of a joint venture or through merger or acquisition of an existing business.

Where foreign investment is restricted, parties may consider contractual options instgemgf a jable
interest entity. Often the level of complexity of the business operation and the depth ws ration of the
business in China will dictate the type of investment vehicle and strategy.

Greenfield Projects

The main forms of foreign invested enterprises (FIE) for investing in greendgldfrojects are set out below.

Type of Vehicle Introduction

Equity Joint Joint PRC and foreign 0% ip.¥Shareholders have joint
Venture (EJV management of the comp&gy. Profit and loss are distributed in

proportion with e party's¥tapital contribution. In certain industries,
there may be rest¥icAgns on foreign ownership in EJVs. An EJV is
b l[ega

incorporateg erson limited liability company.

2. Contractual Joint Provides more fig#bility in terms of what a party may contribute as
Venture (CJV) registe apitdl, cooperative conditions, distribution of profits and
liabilji%&an turn of investment, which may be agreed in the joint
t§e §cument. A CJV can be incorporated either as a legal person
iability company or a non-legal person entity.

ically, the preferred investment vehicle for joint construction and
anagement of hotels, commercial complexes, infrastructure and
mining projects.

Enterpris vehicle of choice for most foreign investors in industries where there

3. Wholly Fgrei A limited liability company with 100% foreign ownership. Investment
F
c are no restrictions on foreign investment.

Provides basic market entry without formal legal establishment.
Restrictions on direct business activities. Recent regulatory changes
make ROs very unattractive as an entry vehicle.

5. Foreign Invested Established by two or more foreign entities or individuals with or
Partnership (FIP) without a Chinese partner. Profits and losses are distributed according
to partnership agreement. Income tax is accessible on each partner,
and not on the partnership.

6. Special FIES Certain industries warrant special FIEs. For example, wholesale and
retail entities use foreign invested commercial enterprises (FICE),
companies wishing to invest in real estate projects use foreign
invested real estate companies (FIREC), and foreign invested venture
capital enterprises (FIVCE) are used as private equity funding vehicles.

1. China Holding A foreign investor with substantial operations in China will be eligible
Company (CHC) to set up a CHC to hold its equity in investments in China.
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Shanghai Free Trade Zone

e@nes (FTZ) could be
d

As a priority, companies should consider whether the
of benefit. Provided that the relevant industry is not d on the 2014 Negative
List (Negative), companies can benefit from simpli Ny procedures, reduced foreign
investment restrictions and greater ease of operatio arties only need to file their
establishment applications with the State AdNation of Industry and Commerce

e

(SAIC) who will coordinate approvals wit r g®vernment departments, thereby
shrinking establishment timeframes to orle fegk. In terms of money flows, resident
tur

prolonged foreign exchange tion approvals;

FTZ companies will now, or in the ne@ Phave,
+ Simplified foreign exchange regs,;a %oNn - open capital accounts without

+ Free trade accountsg n@gfe trade accounts (FTA) and transfer funds freely
between FTAs, othe re accounts, and onshore non-resident accounts;

+ Offshore R N%g Dorrow offshore RMB funds subject to certain
requirem .ONJimits on use of such offshore RMB loans and long term);

* RMB ¢ ibility - enjoy full convertibility of the RMB under capital accounts along
uture benefits foreign exchange reforms may present (e.g. FIEs can convert
foreign exchange into RMB from day one and enjoy RMB hedging, whereas outside
the FTZ an FIE must wait until there is a commercial contract requiring hard currency
payment);

+ Deposit rate liberalisation - enjoy higher interest rates for foreign exchange and RMB
deposits with banks due to the loosening of the statutory interest rate limits; and

+ Others - significant changes will benefit parties wishing to operate banking
and finance, transportation, commerce and trade, culture, public and other
professional services. For example, foreign investors can now invest in certain
categories of value-added telecommunication services.
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Considerations for Investing
in China via Hong Kong

Structuring China-related
investments through a Hong Kong
holding company can provide the
following benefits, including easing
the exit strategy as discussed later
in this publication:

Economic benefits

Dividends received by a Hong Kong
holding company from a Mainland
subsidiary are unlikely to be taxable
in Hong Kong, no dividend tax is
levied on the Hong Kong holding
company when distributing
dividends to investors, and a lower
income tax is levied on the Hong
Kong company compared to its
Mainland counterparts;

Flexibility

Greater ability to tailor multiple
investors' rights and obligations
and governance provisions in a
Hong Kong holding company due
to less restrictive corporate
legislation; and

Funds access

Quick access to both dom
international funds, under e
regulatory framew

ains the
ill address

A continually improving
legal system

A cornerstone of the Third Plenum
is to enhance rule of law by
ensuring independence and
fairness in prosecuting bodies and
courts. The recent curbing of the
Communist Party'’s Political and
Legal Committee's powers, a body
tasked with overseeing

security services, and public
pronouncements by China's top

O

judge on how improvements
must be made to exercise judicial
power independently, suggest an
intention to move in a

positive direction.

Overall, King & Wood Mallesons
expect there will be a greater
reliance on complex contracts
with the growing
sophistication of Chinese
counterparties. Foreign firm
will benefit from Chinese p
who frequently deal witQ We
counterparts evolving i
corporate thinking matur
becomes more refjggd.

Measures a

To maintain Bve
investments fro

market, y to Sustaining
opergfgns, $rms should
undeXaMythe following:

iligence

gardless of the structure of
vestment, conduct thorough
due diligence through fieldwork
rather than relying solely on data
rooms (nothing beats a random
physical site inspection);

e Risk assessments

Assess risks from both a legal
and practical perspective to
clarify and prioritise actual
versus theoretical dangers;

e Unique transaction

Treat each transaction as being
unigue and avoid wholly relying
on foreign or Chinese standards;

¢ |Involve Headquarters

Keep headqguarters continually
involved and apprised of
developments and ensure good
corporate governance to
maintain communication lines;

e Understanding

Cultural Diffe cg
Take time tg leocal
customs a ices, oth

betwe 3y the West, and
betwegn povinCes within China; and

e Post T

uct reqular internal audits
ansaction to manage
ance issues proactively.

action Audits

@.ﬂ
trong compliance culture

PRC Criminal Law criminalises
official bribery and commercial
bribery with sanctions ranging
from criminal detention to life
imprisonment. China's
anti-bribery legislation applies to
all PRC citizens wherever located
and foreign investors and legal
entities in China. While Chinese
law does not require businesses
to institute anti-bribery systems
and controls, many businesses in
China have done so in order to
comply with the anti-bribery laws
of foreign jurisdictions that have
extra-territorial reach, such as
the U.S. and UK.

Accordingly, companies should
comprehensively review
corruption, anti-monopoly and
general compliance risks across
operations and establish
meaningful compliance programs.

Managing JV relationships

For those who adopt a JV
structure in China, particularly
those engaged in a 50-50 split,
King & Wood Mallesons
recommend the following to
manage inherent conflicts:
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How do | Protect

my Investment?

Establishing a special purpose vehicle in Hong Kong i%
strategic move that can generate economic benefit

through a tax efficient jurisdiction, greater prot n
through established Hong Kong laws governi eholders,
unrestricted access to funding and a ready gxit Mrateqy.

This can translate into an environment tha&Q responsive

to business needs, an incredible asse/h€) abing

business in China.
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e Know your partner

Due diligence on your JV partner
is imperative;

e Effective management costs

Identify and engage committed,
capable hands-on management
who are able to act diplomatically
at all times, but assertively

when needed;

¢ Deadlock mechanisms

Ensure JV documentation
specifies detailed dispute
resolution and deadlock
mechanisms. It can be difficult to
enforce deadlock events in China
due to reqgulatory requirements i.e.
corporate actions taken by a JV
must be approved by the relevant
authority who in turn seeks
unanimous JV partner consent
prior to providing approval,
which results in inability to
progress matters;

e Corporate governance

Ensure JV documentation
expressly provides for detailed

Officers and Directors
Liability Protection

Directors, senior management
and/or legal representatives in an
FIE are subject to statutory
obligations of fidelity and
diligence, and contractual duties
and liabilities set out in relevant
employment agreements or
articles of association. Personal
liability can be limited to
individual actions adjudicated to
be against the interests of the
relevant FIE, i.e.,
misappropriating funds,
conversion of business
opportunities, and seeking
improper personal benefits
him/herself.

To effectively mitigate th

of potential liabilifg, @ company
may:
» Purchase Iwbilgy ipsurance;

* Clearly allocat®futies and
respefisINdities in the articles of
assQCcNsion;

ysh proper internal
rols and supervision to

corporate governance provisions
that facilitate operations; @onitor business activities; and

e Repatriation of profits

Clarify in JV documentati
the timing and req

repatriate profi‘s, WI with
trapped cash & ing

tax issuesg

Establish a pliance committee
or engage personnel to oversee
compliance of domestic laws; and

¢ Risk control

Establish a committed and profes-
sional risk control team to manage
and address prevailing issues, es-
pecially as monetary damages are
often insufficient and injunctive
relief is rarely available.

* Educate directors or individuals
in other positions of authority
to expressly raise objections to
any resolutions that may violate
laws and record the same in
relevant minutes.

Improving intellectual
property protection

King & Wood Mallesons are

of a view that there will be an
increasing emphasis on measures
to protect intellectual proper-

ty, as China transitions from a
low-cost manufacturing centre

to a research and technology
leader and innovator, and as R&D
investment continues to grow in
the double digits.

This has become more evident in
recent reforms to the Trademark
Law, including the introduction of
the new invalidation

proceedings, more stringent
approach to combat trademark

squatting, clarificatigmgof the
protection of well-k @
trademarks andfyp increage of
statutory damade

intellectual

ent remains
ccordingly, an FIE
ppropriate steps to

However,
prop
incon®ist
should ta

gistering trademarks and
patents by respectively
submitting and designating China
in its international trade mark
application pursuant to the
Madrid Protocol and using the
Patent Cooperation Treaty
application process to harness
the 30-month priority period;

¢ |P Policy

Implementing corporate policies
that emphasise confi dentiality
obligations and other intellectual
property protection measures
including specifying ownership
invention and inventor
remuneration;

¢ [P Ownership Structure

Considering whether it is eligible
to reduce enterprise income tax
under the national High and New
Technology Enterprise program
before centralising intellectual
property ownership offshore; and

e Actively Voice Concerns

Communicating any intellectual
property concerns through MOC's
Mechanism of Regular
Communication with FIEs.



New Landscapes of Doing Business in China

S L= 39

KIMGE&W D
MALLESCOMNS
prgans 4 4 S0

How do | exit my investment?

Looking ahead

Given the need to factor in PRC
approval requirements upon the
sale of a business, the best way to
prepare for a successful exit from
an investment is to ensure it is
structured with that potential in
mind at the outset. Common exit
strategies include an asset sale,
equity sale or a combination of
the two.

If clients are looking for
short-term investments with a
clear exit strategy, a special
purpose vehicle in Hong Kong
could be the ideal choice due to:

e Ease of transfer

The ability to transfer shares in
the Hong Kong holding company
without the need for onshore
requlatory approval under most
circumstances. Such trade sales
have increased in popularity given
the inactive domestic IPO market;
and

e |PO

Structuring consj ti

King & Wood s Wsually
find that selle y prefer
an equity it avttracts less
tax andy aightforward.

stances, a merger
may be considered given it might
be eligible for tax-deferrals.

With Chinese tax authorities
paying greater attention to
whether related party transactions
use arm’s-length pricing, parties
need to ensure that a deal's
negotiated transaction price

is defensible.

In 2013, we also saw clearer
guidance on, but more stringent
enforcement of, Circular 698, a
requisite item on deal checklists.
Circular 698 requires transferors
to report indirect equity transfers
in certain offshore transactions
to Chinese tax authorities who
are empowered to levy tax
despite equity transfers
occurring offshore and having no
onshore shareholding changes.

Further, a sale of property will be
subject to various taxes p
including income tax,

value-added tax, busin ta
land value-added tax, d
and stamp duty tay, altho

tax exposurées u
deal negotiatio

In pregri or a transaction,
fore rties should factor in
lo eQotiation times with any
counterparties who may
wish to re-open issues.

of each meeting will assist in
recording parties’ intentions and
provide a clear discussion
roadmap. Companies should
also settle in advance plans for
employees as the sale of assets
or a merger is a material change
in circumstances under PRC
employment laws; staff will have
the right to claim for termination
compensation upon the
transaction taking effect even if
they stay on as employees.

This is often dealt with by the
seller paying all severance pay
prior to transfer.

f{
Favourable and efficient prgl %ecuting detailed minutes
investment environment. b

Repatriating profits and
unwinding an investment

Parties can repatrigffe O§gdends
to their shareholde Ny
financial year piggded &t
the compa statutory
financial oligNons to settle
NS’ |Psses, pay
requiite px®nd allocate
ies to its reserve

tice, dividend repatriation
e no more than once a

ear, as documentary
requirements to convert funds
into foreign currency for transfer
are determined on an annual
basis (i.e. tax payable, audit
reports). Parties should negotiate
suitable conditions and
incorporate clear and detailed
profit distribution terms into
relevant documentation (i.e. JV
contract and articles of
association). If funds are not
repatriated, parties may reinvest
or redeploy undistributed profits
inside and/or outside China.

Liquidating an FIE in China will
typically take between 6 to 18
months. The tax deregistration
process is the most complex
and time-consuming aspect as
authorities seek to verify that
an entity has fully complied with
its tax obligations for the three
years prior to the dissolution
process. Due to the nature of the
liguidation process, we
recommend that clients avoid
establishing temporary stepping
stone structures, such as
representative offices, if the
intention is ultimately to
graduate to a more permanent
FIE in the near future. Clients
would be better served focusing
efforts in structuring an FIE that
can be scaled up for

long-term plans.
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Bank of China

Bank of China is the most internationalised bank in China, providing a comprehensive range o al
services to customers across the mainland China as well as 42 countries and regions.

On 4th November 1929, Bank of China set up “Bank of China London Agency” in Londg™ghichWas the first
overseas financial institution formed by any Chinese bank (later known as Bank of C don Branch).
In 2007, Bank of China established a UK subsidiary - Bank of China (UK) Limited

For the past 86 years, Bank of China has played an important role as a bridge for Sirffpg#fitish economic
and trade cooperation.

+ Good understanding of both Chinese and UK market with extensive glgha ork
+ The first bank to provide RMB products and services in the UK sjgce €0
u the

» The only Chinese bank partnered with UKEF to help deliver the |
Direct Lending Facility
» UKTI's partner in UK e-Export program: BOC e-Express

For further information and services, please contact:

RMB business orporate
Hualin Zhang wn Zhao

+44 (0)20 7282 5879 44 (0)20 3192 5876
hizhang.uk@mail.notes.bank-of-china.com Q Shawn.zhao®bankofchina.com
Trade Finance

Xiaohan(Fiona) Wang

+44 (0)20 7282 8888 @.

xhwang@mail.notes.bank-ogcHRa.

Your local branc

London

Jinguang Zha & Minggui Wang

+44 (0)20 72 X +44 (0)20 7287 1057
j S

.nk-of-china.com mwang@mail.notes.bank-of-china.com

Linda Lin
+44 (0)161 236 8302
[lin@mail.notes.bank-of-china.com

Birmingham

Jing Ding

+44 (0)121 622 7002
jing_ding@mail.notes.bank-of-china.com

Glasgow

Dong Wang

+44 (0)141 332 3354
dongwang@mail.notes.bank-of-china.com
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HSBC

Founded in 1865 to finance trade between Asia and the West, today HSBC is one of the world's Igggest
banking and financial services organisations serving some 51 million customers.

Visit: www.hsbc.co.uk/international \
Call: +44 (0)800 78 31 300 or speak to your HSBC Relationship Manan
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Deloitte

Deloitte

Deloitte UK's Chinese Services Group supports clients in many ways when they are seeking to into
China whether through M&A activity or organic growth. We understand the huge potential of s
opportunities, but also the practical risks. Therefore, it is vital for businesses to have the ri inf tion
and expertise to plan and prepare for their international expansion.

Our support to clients in helping them expand in China and identify new busines ies includes
providing them with access to a Deloitte UK team based in China. The team is le®fr: anghai and
focuses on establishing and deepening relationships with major Chinese corporates, influencers and

government officials. The team brings strong connections, decades of experieqce, and deep knowledge of
doing business in China.

» O

Ralph Adams Richard McDonald Christina Chan

National Leader Partner Partner

UK Chinese Services Group UK Chinese Ser, 'ch UK Chinese Services Group
London London London

+44 (0) 131535 7234 +44 (0) 20 7007 i +44 (0) 20 7007 8118
raadams@deloitte.co.uk rimcdonald@delogfe.co.uk christinachan@deloitte.co.uk
Jon Lovell

Director

UK Chinese Services Group

Direct phone: +44 161 455 6546
Mobile: +44 7825 531031 K

jlovell@deloitte.co.uk

China
. \'
David Percjval \
Chris Aylott

Director David Fallon

UK Ch crviges Group Director Director

Shanghai UK Chinese Services Group UK Chinese Services Group

+86 21 61411221 Shanghai Hong Kong

dapercival@deloitte.com.cn +86 21 61412069 +852 28526642
chaylott@deloitte.com.cn dafallon@deloitte.com

www.Deloitte.co.uk/china
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King & Wood Mallesons

As the first and only global law firm to be headquartered in Asia, King & Wood Mallesons is
connecting Asia to the world, and the world to Asia. With unparalleled depth of both inbound ound
capability, KWM is uniguely placed to support regional clients as they internationalise and N i~ 3

clients as they look to invest or expand into Asia.
red by more

, Europe, the Middle

Strategically positioned in the world's growth markets and financial capitals, the
than 2,700 lawyers across more than 30 international offices spanning Asia, Au
East and North America.

Hong Kong, English, US and a significant range of European laws, KW vidWg clients with deep legal
and commercial expertise, business acumen and real cultural und on the ground where

they need it most.

As a top 10 global firm by lawyer numbers and the only firm in the world ractise PRC, Australian,
S
2

UK

James Wallis William Hglder
Client Development Manager PartnefLongrate
+44 (0) 20 7111 5545 Lond
james.wallis@eu.kwm.com +4 07 1112189

.Nolder@eu.kwm.com

Hong Kong &
Zhang Yi

Partner, Corporat curwies
Hong Kong \

+852 344383 \

Yi.Zhang > .com
China

Stanley Zhou

Partner, Banking

Shanghai

+86 10 5878 5186
Stanley.zhou@cn.kwm.com
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Scottish Enterprise

lasting effect on the Scottish economy. Its role is to help identify and exploit the best opport or
economic growth. It supports ambitious Scottish companies to compete within the globaN ce and

help build Scotland'’s globally competitive sectors. Q
<
R SCOTTISH

Scottish Development International

Scottish Enterprise is Scotland’s main economic development agency and aims to deliver a @nt,
ke

Scottish Development International (SDI) is the trade and invest
Scottish Enterprise, and Highlands and Islands Enterprise. |jg

of the Scottish Government,
enture between these three partners.

internationally and inward investors wishing to invest otland. SDI is the Government’s single point

SDI provides professional expert international suppor&ottl businesses wishing to trade
of contact for all international trade and invest eed

High Growth Markets Unit

SDI's High Growth Markets Unit (HGMU) eewestablished to accelerate the internationalisation of
Scottish companies and enhance the rigprovided by SDI in Scotland across three High Growth Markets:

China, India and the Middle East.

point of contact in Scotl al tters relating to these high growth markets. The unit's team of
experienced market spegfa hances the support provided in Scotland and in-market for companies
looking to engage witlat gh opportunity markets.

www.sdi.co.ulo\\

Contggt &t

The HGMU acts as an extensk&j ield offices in China, India and the Middle East and provides a first

Colin Crabbe

International Senior Manager
SDI High Growth Market Unit
+44(0)1786 452 031
colin.crabbe@scotent.co.uk

Cissy Bullock

International Senior Executive - China
SDI High Growth Market Unit
+44(0)131 313 6185
cissy.bullock@scotent.co.uk
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China-Britain Business Council (CBBC)

The China-Britain Business Council (CBBC) is a leading British organisation promoting trade an
between the UK and China. Our mission is to help UK companies of all sizes and sectors, whet

mvestment
en-

trants or established operations, access the full potential of the fastest growing market in

7802 2000.
UK

Juliet Zhou

Head of Financial and Professional Services (UK)
China-Britain Business Council

T: +44 (0) 20 7802 2006

M: +44(0)7880 195134

juliet.zhou@cbbc.org

China

Anatole W. Pang

Sector Lead - Financial Services (China)
British Chamber of Commerce in Beijing/

China-Britain Business Council

M: +852 9280 9904
anatole.pang®@cbbc.org.cn

CBBC Regional Contacts

Contact your local CBBC China-Britain Business Council business adviser at Www.cbb@44 (0)20

4
N

T: +86 1590 102 8266

Mark Hedley
South East

T: +44 (0)178 731 0245
E: chris.cotton@cbbc.org

Antoaneta Becker

South West

T: +44 (0) 7984 175 318

E: antoaneta.becker@cbbc.org

Stewart Ferguson

West Midlands & Wales

T: +44(0)1788 570 929

E: stewart.ferguson@cbbc.org

Jasmine Chambers

East Midlands

T: +44 (0)845 052 4001

E: jasmine.chambers@cbbc.org

Giles Blackburne

Yorkshire & Humber

T: +44 (0)790 822 8556

E: giles.blackburne@cbbc.org
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Vince Cunningham Jessica Zhang
North East & Nor %d North West - Liverpool
A T: +44 (0)151 227 1234
E: jessica.zhang@cbbc.org

James Brodie

Scotland

T: +44 (0) 161 237 4247 T: +44 (0)7931880 934
E: nathalie.cachet-gaujard@chbbc.org E: james.brodie@cbbc.org
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UK Trade & Investment (UKTI)

AN
» Discover how UKTI International Trade Advisers can assist you at:
www.gov.uk/ukti-international-trade-advisers UK Trade

& Investment

» Discover how the UKTI Overseas Market Introduction Service can assist you at
www.gov.uk/overseas-market-introduction-service

+ Discover how the Medium-Sized Business Programme can assist you at
www.gov.uk/medium-sized-business

Email: enquiries@ukti-invest.com \

Telephone (from outside the UK) - +44 (0)20 7333 5442

Telephone (from inside the UK) - 0845 539 0419

Sell online with UKTI e-Exporting programme
www.gov.uk/e-exporting

Steven Hope
Digital Advisor | e-Exporting | UK Trade & Investment
+44 (0)207 215 4138

steven.hope@ukti.gsi.gov.uk

Denise Harris-Williams | Head - UKTI's e-Exporting Prog me |
denise.harris-williams@ukti.gsi.gov.uk

UK Export Finance (UKEF)

Discover how UK Export Finance can assis
www.gov.uk/uk-export-finance

Find your nearest export finance TN
www.gov.uk/government/publi{ sregional-export-finance-advisors

Email: customer.servic
Telephone: 020 72

UK Export
Finance

Jon Boyce
Manager M

usinesses Northern Regions
xport Finance Advisor

Paul Callin

Specialist Adviser to Mid Sized Businesses
Midlands, South West & Wales.

Trade Finance & Insurance Solutions.

UK Export Finance

Email: paul.callin@ukef.gsi.gov.uk

Website: www.ukexportfinance.gov.uk

lan Wallace

Specialist - Mid-sized Businesses - South

Trade Finance & Insurance Solutions | UK Export Finance
E: ian.wallace@ukef.gsi.gov.uk
www.gov.uk/uk-export-finance


http://www.gov.uk/ukti-international-trade-advisers
http://www.gov.uk/overseas-market-introduction-service
http://www.gov.uk/medium-sized-business
http://www.gov.uk/uk-export-finance
http://www.gov.uk/government/publications/uk-regional-export-finance-advisors
http://www.ukexportfinance.gov.uk
http://www.gov.uk/uk-export-finance
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UK Trade
& Investment

UKTI

UK Trade & Investment is the Government Department that helps UK-based
companies succeed in the global economy. We also help overseas cor yan. s
bring their high-quality investment to the UK's dynamic economy ack owle Iged
as Europe’s best place from which to succeed in global business.

Disclaimer

This publication is intended to highlight potential issues and ni svide “eneral
information and not to provide commercial or legal advice. “ou ~houla not take,
or refrain from taking, action based on its content. Whe~as very 2ffort has
been made to ensure that the information in this docum 'n. = 3ccurate, neither
UK Trade & Investment nor its parent Department«< (i, "\ nartment for Business,
Innovation and Skills, and the Foreign and Cone nor ~alth Office) accept liability
for any errors, omissions or misleading stat” nen’ , al u no warranty is given or
responsibility accepted as to the star, “ng. any .. " vidual, firm, company or
other organisation mentioned.

© Crown Copyright 2015

You may re-use this inform. “tic .1, =0, “.arge in any format or medium, strictly
in accordance with the t~rms € the L ~en Government Licence.

To view this licence, » ‘sit:

www.nationalarchi\ »s.y ‘.uk, ‘or/open-government-licence

or email: psi@ration. ‘arci, ‘es.gsi.gov.uk.

Where we have ‘de. “fi. d any third party copyright information in the material
that you w. " to 'se, you will need to obtain permission from the copyright
holder(s) conce. "« 1.

Any enquiries regarding this material should be sent to us at
enquiries@ukti.gsi.gov.uk or telephone +44 (0)20 7215 5000.

This document is also available on our website at www.ukti.gov.uk

Production

The paper in this document is made from 50 percent recycled waste pulp with 50
percent pulp from well-managed forests. This is a combination of Totally Chlorine
Free Elemental Chlorine Free. The inks are vegetable oil-based and contain resins
from plants/trees and the laminate on the cover is sustainable, compostable and

can be recycled.

Published May 2015
by UK Trade & Investment
URN: UKTI/15/42

www.gov.uk/ukti

Image credits

Front cover: © jif2003/istock, inside back cover:
© Oliver Slay/Crown Copyright, p05, 06, 08, 09,
1,12,13,14,18, 20, 21, 22, 23, 24, 37, 40: © Oliver
Slay/Crown Copyright


http://www.gov.uk/ukti



